




N a.tional Petroleum Council 
(P...tablisLeJ by tLe Secretary of tLe Interior) 

February 26, 1 974 

My dear Mr . Secretary : 

On Novemb er 1 5 ,  1 973 , the Nat iona l P e t rol eum Counc i l's Comm i t t ee 
on Emergency Preparedne s s  s ubm i t t ed to you , in r e s pons e  t o  your re ­
que s t , an in i t i a l  app rai s al of the impact o f  Ar ab o il embargo upon 
the U . S .  energy supply/demand pos ture . The re  have b e en a numb er of 
s i gnificant deve l opment s in the three months tha t have e l ap s e d  s ince 
tha t t ime . The -commi t te e  has reviewed i t s  ini t ia l  as s e s sment , t aking 
into account the s e  fac tors  and proj e c t ing the out look , g iven a 
cont inuat i on of the embargo , through the s ec ond quar t e r  of t h i s  year . 
I am p l eas ed to transmit to you herewi th this  r e appra i s a l  in t he 
hop e that thi s  informat ion wi l l  b e  of as s i stance  to government , 
indus try and the gener al  pub l i c dur ing this d i fficu l t  p e r iod . 

Bec aus e o f  the focus of nat ional a t t en t i on on the energy cri s i s , 
the need for informat ion w i t h  re s p e c t  t o  i t s  dep t h  and magn i tud e , 
and the frequent misunde r s t anding s that have aris en due t o  the 
comp l ex i t i e s  inherent in thi s situat ion , I would like to  s ubmi t  for 
your conside rat ion , by way of pre fac e ,  the fol l owing obs erva t ions: 

A.  Energy Us e Curt ailment 

I t  is imperat ive for p o l icy makers  t o  d i s t ingui s h  be twe en 
ac t i ons which effect ive ly reduce end - us e demand for energy and 
thos e me asur e s  whi ch s h i f t  avai l abl e energy supplies  from one 
end - us e  or g e o graphical  are a to another . Vo l unt ary reduct i ons 
in energy us e inc lud e  lowe r ing room t emp e r a ture s ,  cons erving 
e lec t r i c i ty , car  pool ing , Sunday c l o s ing , e t c . The pub l i c 
ha s respond ed reasonab ly we l l  to  app e a l s  for voluntary re s t ra int 
of fue l  cons ump t ion , and th i s  ac t i on has made a not ab l e  cont r i ­
but ion to  reducing the magni tude and thus the imp a c t  of the 
shor t fall in energy suppl i e s . Manda tory r e s t r aint s  on consump ­
t ion inc lude l ower s p e ed l imi t s , and a l l o ca t ion or rat ioning of 
fue l s . 

Whi l e  the p r e s ent p roduct al loc a t ion s y s t ems have some 
effect on reduction of fue l consumpt ion , they a l so a lter normal 
channe l s  of distr ibut ion. Re s u l t s  to date  have not b e en enti re ­
ly s a t i s factory and al locat ion pro cedur e s  have contr ibuted to 
r e g i ona l inequal i t i es of energy suppl i e s . Futur e energy pol icy 
admin i s tration shou ld focus  primary at tent ion on actions whic h 
e ffec t ively reduce the end - us e  demand for fue l  p r o duc t s  and 
minimi z e  need less int e r ference with e s t ab l i s hed energy d i s t ribu ­
tion sys tems . 
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The ro l e  o f  p roduct p r i c e s  as  a means o f  rationa l l y  re ­
s tra ining and a l l o c at ing market demand mus t a l s o  b e  ful ly 
appreciated in energy po l icy det ermina t i o n . ·  Though the ab i l i ty 
o f  consumer s  to  make large immediate  adj us tments  in ene rgy us e 
in res pons e to  hi ghe r pr ices  i s  very l imi t ed , l onger t erm 
op t ions are much greater . Thus , a new l ev e l  of equi l ib r ium 
p r i c e s  for energy i s  e s s enti al as a s t imulus fo r nec e s s ary 
act ions by cons umer s  as we l l  as supp l i e r s  to r e s t o r e  a workab l e  
b a l anc e o f  supp l i e s  w i th requirement s fo r ener gy in the l ong 
run . 

I t  should al s o  b e  emphas i z ed tha t e ffec t ive energy cons er ­
vat ion measure s dep end upon pub l i c unde r s tand ing tha t energy 
supp l i e s  wi l l  be l imi ted fo r a long p e r i od of t ime and that a l l  
fo rms o f  ener gy wi l l  be  muc h  cos t l ier  i n  the future than they 
have in the pas t . Though i t  s e ems conce ivable that energy could 
b e  in surp lus supp ly s omet ime in the futur e and ava i l ab l e at 
lower than p r e s ent c o s t s , this  is a very remo t e  po s s ib i l ity . 
Pub l i c  awarene s s of thi s out look i s  the key to  wi l l ingne s s  to  
purcha s e  sma l l e r  cars , b e t t er insulated home s , mo re  e ff i c i ent 
app l ianc e s  and equipment , etc . Accord ing ly , pub lic c o op e rat i on 
i s  neces s ary in o rder fo r cons ervat ion e ffor t s  to  b e  truly 
e ffe c t ive and i s  l ikely to b e  obtained on ly a ft e r  the pub l ic is 
mad e awar e  tha t the ener gy prob l em i s  a l ong - term pTob l em .  

B. Ene rgy Supp l i e s  

· .  ' 

Though there are obvi ous l imit s to our ab i l i ty to  incre a s e  
energy produc t i on i n  the immediate future , i t  i s  imp erat ive 
that every e ffo rt be made to  increas e domes t i c  supp l i e s  rap idly 
within our t echnical  c apab i l i ty .  Thi s obj e c t ive requ i r e s  in ­
cre a s ed energy exp l orat ion and deve l opment ac tivi t i e s , r e s earch , 
and the maint enance o f  ec onomic incent ives wh ich p ermi t  p roduc ­
tion from high c o s t areas and e l imina t e s  unc ertain t i es resu l t ing 
from chang e s  in regul ations affe c t ing ener gy indus tr i e s . 

The impact  o f  an a tmosphere of unc e r t a inty as  t o  p o l i cy 
and economic s upon the wi l l ingne s s  to  make ad equat e  inve s tments 
to increa s e  energy supp lies is often not fu l ly apprec i a t e d .  
Pres ent laws p roviding for mandatory a l l o cat i on o f  c rude o i l  
and refined-p roduc ts , fo r examp l e , make i t  ext reme ly diffi cul t  
t o  j us t ify inve s tments i n  refinery cons t ruc tion or moderni z a t i on, 
expans i on of s t orage facil i t i e s  and r e l ated ac t iviti e s . Pri or 
to the current c r i s i s , a larg e numb er of refi nery p r oject s were 
announced , but actual cons truct ion is  pr o c e e d ing at a s l ower 
pace than anticipat ed; Current ·uncertainties regarding control  
over propri etary crude oil sources and the ma rke t dispo s i tion 
of addit i onal·refined pro dutts·fuanufactured ·appe�r to be par ­
t i ally responsible for•this.:slowdown . •,It is p robab le that.  many 
fi,rms wil l  defer construction ·un til. they a_re · as·sured ·of acc ess 
to raw·materials:and:a c l arification·of'the market d isposi tion 
of their·pFodtiots . · 
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Rather than r educ ing marke t unc e r t a int i e s , government 

po l i c i es appear to  be gravitating toward grea t e r  d i s rup t i on of 
norma l comme r c i a l  operat ions . Effor t s  to equali z e  the c o s t of 
heat ing o i l  at the who l e s al e  l evel , for examp l e , would e l imina te 
incent ive to inve s t in fac ili t i e s  to reduc e refining c o s t s . 

Pres ent crude o i l  and produc t a l l o c a t i on p rograms , in  fac t , 
no t only tend to hamper inves tment in r efining fac i l i t i e s , but 
al s o  t end to r e s u l t  i n  l e s s  eff i c i ent uti l i z at ion of ex i s t ing 
refining capac i ty . If na t iona l refinery y i e l ds were mandated , 
further det e r i o rat i o n  in refinery op e rat ing eff i c i ency would 
cert ainly occur . 

No t j us t  r efinery c ons truc t i on , but the fu l l  rang e of in ­
ve s tments in energy r e l a t ed ac t ivi t i e s  i s  affe c t ed by unc e r ­
taint i es as  to future a l l owab l e  market  p r i c e s  and the d i spo s i t ion 
of raw mat e r i a l  and fini s hed fue l  produc t s . A great  m any pro ­
j e c t s  for recover ing add i t i onal o i l  from ex i s t ing f i e l d s  ( e . g . , 
s econdary o r  tert i ary o i l  recovery proj e c t s , i n - fi l l  well s , 
workovers , s tr ipper we l l s , et c . )  have now b e c ome e conom i c  with  
the re cent h i ghe r crude p r i c e s . The  economi c s  of  LPG re -
covery in the fi e l d  and in refine r i e s  i s  a l s o  h i ghly dep endent 
upon market p r i c e  as s ump t ions . Howeve r ,  market unc erta int i e s  
tend to  resu l t  i n  deferral s o f  such proj ects  b e c aus e op t imum 
fac i l i t ies  de s i gn i s  cont ingent upon s p e c if i c  p r i c e  and c o s t 
cond i t i ons . Thus , an important prerequi s i te t o  the attainment 
of a s at i sfac tory rate of cap i t al  inves tment in the pe tro l eum 
indus try i s  the adop t ion of cons tant and cons i s tent energy 
po l i c i e s  whi c h  permi t s ound long - term fac i l i t i e s  p l ann ing . 

C. Inventory P o l i c i e s  

Though the encl o s ed r eport d i s cus s es the.add i t i on to  energy 
supp l ies  that might re sul t from an acc e l erated  drawdown of 
pr imary p e tro l eum invent o r i e s , it  is not at a l l  c e r t a in tha t  i t  
would be i n  the na t ional inter e s t  to fo l l ow t h i s  c our s e  of 
ac t ion . The s e  invent o r i e s  at pres ent l eve l s  p rovide  us w i th a 
mode s t  cus h ion aga ins t unfore s e eabl e  but pot ent i a l  add i t i onal  
reduct ions in ener gy supp l i es  or greater  t han exp ected requi re ­
men ts . A renewal of hos t i l i t i e s. in the Midd l e  Eas t o r  o t he r  
pol it i cal  events  which c ould thre aten our s uppli e s  from that 
part of the wo r l d  i s  an ever pres ent p o s s ib i l i ty .  Moreover , there 
is  no as surance that we will cont inue to  rece ive current im -
port vo lume s from tradi tional Wes tern Hemi sphere  s upp l i e r s . 
We ather i s.ano ther ever - pres ent p o t ent i a l  threat to the,adequacy 
of energy supp l i es . We certainly should not c ount on th e 
warme r - than - normal winter  telripE:rrature s in b o t h  the U . S  . .  and. 
Europe again  next ye ar that we are enj oying during. t h i s  heating 
s e ason . Final ly , the re is no guarantee  that vo luntary fue l  con­
s e rvat ion effo rts wi l l  be �s effec t ive dur ing the s umme r as dur ­
ing the �inter . The publ ic may be  mo re re luc tant to  g ive up air  
cond i t i oning. th,an: he,a t ing or  to fo rego no rma l summer t ime us e of 
automob i lis .  In s�ort� r•tional U . S .  energy po l i c i e s  m i gh t  we l l  
dictate  the m�in.t�na:rice::,Q£ mo re than a bare min imum working l eve l 
o f  invento r iEfs . · "  · .,. 
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D .  Achi eving Re l a t ive S e lf -Suff i c i ency in Energy 

The o ve r r i d ing nat ion a l  energy p o l i cy o b j e c t iv e  mu s t  b e  a 
ful l  commi tment t o  r e s t o r ing a h i gh d e g r e e  of ene rgy s e l f ­
s uffi c iency. At t a inab l e  l on g - r ange e n e r gy s upp ly g o a l s  and end­
us e cur t a i lment t a rg e t s  mus t be c l e a r ly s p e c if i e d , and a c t i on 
mus t b e  in i t i a t ed imme d i a t e ly t o  m e e t  o b j e c t i ve s . Our s ho r t­
t e rm s upp l y  p r ob l ems are , of cour s e ,  s e r i ous and p o l i t i c a l ly 
s ens i t ive . But we s ho u l d  not adopt s ho r t - t e rm energy p o l i c i e s 
that a r e  inconsi s t en t  wi th the n e ce s s i ty of a t t a ining l ong e r­
t e rm n a t i o na l  s e l f - s uff i c i ency at acc e p t ab l e  c o s t s . 

Though the magni tude of the t a s k  of me e t ing our exp and ing 
futur e energy r e qu i r ements is awe s ome, the U . S. energy indus t r i e s  
a r e  c ap ab l e  of s at i s fac t o r i ly p r o v i d ing o u r  fue l  n e e d s  i f  g iven 
s uffi c i ent l a t i tude to r e s p o nd to the c ha l l eng e . As a na t i on 
we hav e a s uff i c i en t  r e s ource b a s e , t h e  t e c hn i c a l  s k i l l s , and 
t h e  abil i t y  to fi nanc e the l evel of e ffo r t  r e qu i re d . Howeve r ,  
exp l o r a t ion fo r c o nvent i onal hyd r o c a rbons , c ons t ruc t i o n  of 
s ynt h e t i c  fue l  p l ant s , the bu i l d i ng of add i t i o n a l  r efin ing 
and min ing c ap ac i ty , a s  we l l  as o t h e r  deve l o pment a l  p r o j e c t s  
o f  t h e  en ergy indus t r i e s , w i l l  n o t  p r o c e e d  a t  a suff i c i ent r a t e  
un l e s s  energy p r i c e s  c ov e r  p r o s p e c t ive c o s t s , a n d  o p e r a t i ons are 
n o t  unduly r e s t r i c t e d  by r i g i dly appli e d  a l l o c at i o n  p r o c e du r e s  
o r  o th e r  ru l e s  that d i s t o r t  norma l op e r a t ing p r o c edu r e s . In 
o r d e r  t o  achi e ve r e l a t iv e  s e lf-s uffi c i ency in energy i t  i s  
imp er a t ive that w e  move a s  qu i ck ly a s  p o s s i b l e  t o  fr e e-marke t 
d e t erminat i o n  of r e s ourc e a l l o c a t i on and inv e s tment d e c i s i on s . 
It i s  imp o s s ib l e  t o  p r o v i d e  our energy r e qu i rements over t h e  
l onger t e rm und e r  a s ho r t-t e rm s y s t em of ar t if i c i a l l y imp o s e d  
r e s t r i c t i ons . 

In conc l us i o n , may I r e i t e r a t e  s ome of the o b s ervat i ons 
conta ined in the Counc i l's 1 9 7 2  report o n  the U . S .  Energy Out ­
l o ok . 

Po s i t ive p o l i c i e s  and p r o g rams fo r inc r e a s ing d ome s t i c 
energy supp l i e s  in the near and l on g-t e rm fut ur e  a r e  b e i ng d e ­
l ay e d. The s e  inc lude a c t i on i t ems r e l a t ing t o  i ncr e a s e d  exp l o r a­
t i on and d r i l l ing a c t iv i t ie s ;  acce s s  t o  p r e v i o u s l y  l e a s e d  l ands 
s ub s equen t l y  wi thdrawn from p r o duc t i o n; l e as ing of n ew p o t en t i a l  
p e t r o l eum p r ov i nc e s  in t h e  pub l i c  doma in; t h e  n e e d  fo r fas t e r  
refinery and nuc l ea r  powe r p l an t  s i t i ngs; r e l axa t i o n  o f  natural 
g a s  p r i c e  r e g u l a t i o n s ;  wo rkab l e  env i r o nment a l  s t andards t o  p e r­
m i t  g r e a t e r  u t i l i z a t i on of c o a l , and e s t ab l i s hment of adequ a t e  
e c onom i c  inc ent i v e s  fo r a l l fue l s  in a s t ab l e  p r i c e  and t axat i o n  
c l imat e . The s e  r ema in m a t t e rs of u tmo s t  urg ency in o r d e r  t o  
d ev e l op our na t i onal energy r e s ourc e s . 

Honor ab l e  Rog e r s  C .  B .  Mo r t o n  
S e c r e t ary o f  the Int e r i o r  
Wa s h i ng t on , D . C .  

yours, 

H .  A .  True , Jr . 
Cha i rman 
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INTRODUCTION AND SUMMARY 

The National Petroleum Council's Committee on Emergency Pre­
paredness, on November 1 5 , 1 9 7 3 , submitted to the Secretary of the 
Interior a report giving its initial appraisal of the impact of 
the Arab oil embargo on the U.S. energy supply/demand posture. 
(See Appendix A for Study Request Letters and Appendix B for Com­
mittee Rosters.) A number of significant events have occurred 
since the beginning of the petroleum embargo in October 1 9 73 and 
the Committee submits herewith its reappraisal of the situation 
as applicable to the first half of 1 9 7 4 . 

Because the initial appraisal was completed before the impact 
of the embargo was felt, the premise was made that the embargo 
would be immediately and totally effective. The s hortfall was 
then projected against a normal fourth-quarter demand to provide 
an indication of the corrective steps needed. The November 1 5  
report estimated that by year-end 1 9 7 3 , the net effect upon U.S. 
petroleum supply would be a shortage of 3 million barrels per day 
or 1 7  percent of the average 1 9 7 3  domestic demand for petroleum 
products. The net effect, although not fully impacting upon U.S. 
supply until later than anticipated, is still serious and is 
estimated to average 2 . 7  million barrels per day during the first 
quarter of 1 9 7 4 , and 2 . 3  million barrels per day during the second 
quarter of 1 9 74 , assuming continuation of the embargo. 

The magnitude of this petroleum denial, as indicated in the 
previous report, will impact upon national income, employment and 
the Nation's standard of living, as has in fact, become evident. 

To alleviate the effects of the shortage on the economy and 
to distribute the available supplies equitably, the Committee 
recommended on November 1 5  that emergency actions be taken by the 
Federal Government, including mandatory measures to reduce energy 
consumption, to increase domestic production and to distribute 
equitably the shortfall. The Committee reaffirms these conclusions. 

The impact of the embargo has been minimized by public coop­
eration, government action and a warmer-than-normal winter. 
Through its allocation programs, the government has instituted 
systems for rationing supplies to wholesalers, retailers, indus­
trial and commercial consumers under a priority system. Motor 
gasoline rationing has not yet been instituted, although the 
Federal Energy Office (FEO) has developed a standby rationing 
system which can be initiated promptly. 

For as long as the Arab oil embargo continues, and for a con­
siderable period of time after its ces sation, the domes tic petro­
leum supply situation cannot be normalized. Any significant in­
crease in U.S. oil and gas production or refining capacity re­
quires at least 3 to 5 years lead time. This was emphasized in 
the NPC's study, u.s. Energy Outlook, published in December 1 9 7 2 . 
In addition, it is uncertain at this time whether once the embargo 

I 



i s  l i f te d ,  Arab exp o r t s  w i l l  re ach pre - emb a rgo p roje c t i ons  o f  
growth . Cons equen t ly , in vi ew o f  thi s  fac t , l e s s  fue l s upp l i e s  
than tho s e des i r e d  may b e  avai l ab l e , wi th r e s ul t ing s upp ly di s l oc a ­
tions  and p e r s onal  and bus ine s s  inconven i ence s . I ndus t ry , gove rn ­
ment and the con s ume r , in the me ant ime , should extend eve ry e ffo rt 
po s s ib l e  to ame l i o ra t e  the s i tuat ion . 

THE EMBARGO 

The Un i te d  S t a t e s  has b e come incre as ingly dep enden t on im­
po rte d p e tro l eum . Dur ing the f ir s t 9 months of 1 9 7 3 ,  the Un i t e d  
S ta t e s  imp o r t e d  an average o f  6 . 2 mi l l i on b arre l s  p e r  day . At 
that rate , 1 9 7 3  woul d have s e en an incre a s e o f  o ve r  30 p e rcent in 
imp o r t s  comp ar e d  to 1 9 7 2 . Th i s  increas e ,  whi l e  ext reme l y  h i gh ,  i s  
much sma l l er than t h e  9 - month , SO - pe rcent inc reas e in imp o r t s  from 
Arab coun t r i e s . The s e  countr i e s  have b e come the wo r l d ' s  incre ­
ment al  s ource o f  p e t ro l eum and have b e come the maj o r  p e t ro l eum ex­
por t e r s  of  the  wor l d .  

Aft e r  the re s ump t ion o f  hos t i l i t i e s  i n  the Mi ddl e E as t on 
Oc tob e r  6 ,  1 9 7 3 ,  Arab o i l  produc ing s t a t e s  in i t i a t e d  p ro duct i on 
cutb acks and emb ar go e s . I n i t ial ly , produc t ion cutb acks o f  2 5  p e r ­
cent were  announced w i t h  the p rovi s i on fo r a n  addi t i onal  5 - p e rcent 
cut each mon th . Mo reove r , c e r t ain coun t r i e s  ( e . g . , Uni t e d  S ta t e s , 
Ne the r l ands , Car ibb ean count r i e s )  we re  to t a l ly cut o ff from r e c e ip t  
o f  o i l  from c e r t a in Arab p ro duc ing coun t r i e s . The e ffe c t  up on 
wor l dw i de p e tr o l eum supp ly and movements was imme di a t e . S ince the 
impo s i t i on o f  the in i t ial  p ro duc tion  cutb acks and emb a r go e s , how­
eve r , the Arab coun t r i e s  have decreas e d  the cutb acks and p roduc ­
t ion now ave rages  1 0  t o  1 5  pe rcen t b e l ow Sep temb e r  1 9 7 3  l eve l s . 
But Pe r s i an Gul f o i l  p r i c e s  have quadrup l e d  dur ing thi s t ime . 

On the b as i s  that the announced emb argo would b e  ins t i t ut e d  
ful ly and imme d i a t e ly , the ini t ial  as s e s sment by the Commi t t e e  
ant i c ip a t e d  tha t a r e duc t ion o f  imp o r t s  in to  the Un i te d  S t a t e s  
woul d b e  fe l t  dur ing t h e  las t 2 weeks o f  Novemb e r  1 9 7 3  and woul d 
b e  ab out 2 . 0 mi l l i on b arre l s  p e r  day b e low no rma l o r  requi r e d  
l eve l s .  The Commi t t e e  fur ther ant i c ipated  that a s  dome s t i c  demand 
incre as e d  dur ing the winter  s e a s on , the e ffe ct  o f  the emb argo  
woul d b e  a s hor t fal l of  3 . 0 mi l l i on b arre l s  p e r  day of  imp o r t e d  
p e t ro l eum i n  the firs t quarter  o f  1 9 7 4 . 

Aft e r  3 months o f  actual  embargo cond i t i on s , the Commi t te e  
now e s t imate s tha t an ave rage s ho r t fal l o f  2 . 7  mi l l i on b arre l s  
p e r  day wi l l  b e  fe l t  in the fir s t  quarter  o f  1 9 7 4  and 2 . 3  mi l l i on 
barre l s  pe r day in the s e cond quar ter . 

U . S .  SUPPL I ES 

The s upp ly o f  p e t ro l eum avai l ab l e for con s ump t i on in the 
Un ite d S t at e s  is equal to the s um of the p roduc tion from U . S .  
we l l s , imported s upp l i e s  and change s  in invent o r i e s . Wi th the 
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except ion o f  inven tory reduc t ion , l i t t l e  can b e  done to  al t e r  the 
Nation ' s  near-t e rm s upp ly s i tuat i on . Dome s t i c  we l l s  are p ro duc ing 
at the i r  e s t ab l i shed maximum effic i ent  ra t e s  (MER ' s ) . 

The Arab nat i ons have b e come the increment a l  s upp l y  s ource 
fo r mos t  of the imp o r t in g  count r i e s  of the wo r l d  l a r g e ly be caus e 
of the inab i l i ty o f  non-Arab coun t r i e s  to  incre as e o i l  p r o duc t ion 
s i gn i f i cant ly . Even wi th the incre as e d  incen t i ve of h i ghe r wo r l d  
marke t p r i ce s , the s e  coun t r i e s , a s  we l l  as  the Un i t e d  S ta t e s , wi l l  
require a t  l e as t s eve ral  years ' l e ad t ime t o  exp l o re fo r an d de ­
ve lop new o i l  res e rve s . The re fo re , the Un i t e d  S t a t e s  canno t ant i c ­
ip ate any s i gn i fican t  near-te rm increas e s  i n  imp o r t s  from coun t r i e s  
no t p ar t i c ip a t ing i n  the emb argo or from i t s dome s t i c  we l l s . 

The only shor t-term var i ab l es in the product s upp ly s i de o f  
the equat ion ava i l ab l e to U . S .  p o l i cy make rs  are r e f in e ry y i e l ds 
(to  the extent they exchange one product fo r ano ther ) and inven­
to r i es . The s e  var i ab l e s  do no t ac tual ly incre a s e  s upp ly , they 
merely p rovide a cus h i on wh i ch can be us ed  to  a l l evi ate  any s e a ­
sonal o r  reg ional prob l ems wh i ch may a r i s e . 

The Nat ion ' s  p e tro l eum invent o r i e s  are  a much mi s unde rs t o o d  
s e gment o f  the s upp ly d i s t r ibut i on sys tem . E a ch p e t ro l eum comp any 
ma int a in s  certain amo un t s  o f  crude o r  p ro duc t s  in inven t o ry in 
orde r to  ob tain the mo s t  e ff i c i ent  ove r al l op e rat i on o f  i t s  sys t em .  
The ab s o l ute numb e r  o f  b arre l s  o f  crude o r  p ro duc t s  he l d  p e r  b ar ­
re l o f  p roducing , re f in ing o r  marke t in g  cap ac i ty can and doe s  vary 
re giona l ly and s e a s onal ly as we l l  as b e tween op e r a t o r s  in any p ar ­
t i cular part  o f  the coun t ry . Another mi s unde r s t o o d  fac t o r  ab out 
inven t o r i es i s  that a s ub s tant ial  pe rcentage  i s  no t real ly ava i l ­
ab l e  fo r consump t ion . Th i s  unavaiZabZe o i l  i s  r equi r e d  to fi l l  
pipel ine s , to ma inta in cont inuous p r o ce s s ing  a t  re fine r i e s  o r  i s  
in tran s i t . 

I ndus t ry do e s , howeve r , have the phys i ca l  ab i l i ty to  op e rate  
at  l ower than op t imum inventory l eve l s , b ut at  s ome co s t  to  the  e f ­
fi c i ency o f  the i r  operat i ons and a t  the r i s k  o f  s p o t shortage s . On 
a comp o s i te b as i s , t o t a l  U . S .  inven to r i e s  can b e  drawn down to s ome 
min imum l eve l wi thout cre a t ing spo t s hor tage s  o r  s eve re d i s l o c a ­
tions o f  supp l i es  a t  any par ticul ar p o int i n  t ime . The t e rm "min i ­
mum h i s t o r i c a l  l eve l" (MHL) , a s  us e d  wi th r e s p e c t  t o  inven to r i e s  in 
th i s  rep o r t , re fle c t s  the l owes t level s repo r t e d  in r e cent ye a r s , 
al though ac tual s p o t  shortag e s  and di s l o ca t i ons o f  p ro duc t s  o c ­
curred a t  the s e  l e ve l s  for dis t i l l a t e s  and mo to r gas o l ine . The re ­
fore , as a con tr ibut ion to ne ar-term s upp ly , exce s s ive inven t o ry 
drawdown mus t b e  cons i dere d as  a dangerous exp e dien t : to  to t a l ly 
remove th i s  cush ion woul d imp a i r  the indus t ry ' s  ab i l i ty to  re s pond 
to var ious l o g i s t i ca l , r e f inery or weather p rob l ems whi ch ar i s e  on 
occas ion . 

The s e cond adj us tmen t var i ab l e  i s  the y i e l d  o f  var i ous p r o d ­
uct s  a t  a re finery . With in r e l a t ive ly narrow l imi ts , a re fine r may 
adj us t h i s  o utput o f  a speci f i c  pro duc t viz- a - viz ano the r p ro duc t . 
He do e s  no t change the t o t a l  numb e r  o f  barre l s  o f  o utput , only the 
type of p roduc t p ro duced  and thus he lp  to  d i s t r ib ut e  the s ho r t age s 
among p ro duc t l ines . 
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Some 250 re fi'n e r ie s in the Unit ed S t a t e s  pr o duce a var i e d  mix 
of pr oduc t s  on y i e l ds c a l cul ated to me et current and s e as on a l  r e ­
quir ements . No sing le direct ive for r e f inery y i elds c an t ake into 
account all the varying re g i onal , phys i c a l  and s e a s onal demands 
affe c ting e ach re finer . Moreover , i t  must b e  recogn ized that 
rig i d  rules may inte rfere wi th the mo s t  e ffi c i ent ut ili z a t i on of 
ex i s t ing refinery fac i l i t i e s , e i ther by mi smatching c rude o i l  
type s  with proce s s ing equipment o r  b y  divert ing raw mate r i a l s  from 
re fine r i es with r e l ative ly greater capac i ty to op t imize y i e l d s  o f  
needed pro duc t s  t o  re finer i e s  no t hav ing such c ap ab i l i t ies . Ad­
di t i ona l ly , regulations mus t  b e  imp l ement ed in such a manner as to 
allow adequate l e ad t ime for adj ustment of proce s s ing s chedu le s . 

U . S  . .  PETROLEUM CONSUMPT I ON 

Actual consump t i on of p e t ro l eum in the United S t a t e s  c annot 
exceed  avai l ab l e  supp ly aft e r  adj us tment for change in invent o r i e s . 
The ant i c ipate d demand fo r p e t ro l eum - - i . e . , the amount consume rs 
woul d l ike t o  have- - has b e en projected to exceed supp ly ava i l ab l e  
during the emb argo . The import ant d i s t inct i on i s  that the Nat i on 
cannot consume more than i s  avai l ab l e . Antic ip ate d demand i s  used  
as the  bas e in t h i s  report from whi ch to  me asure the  short fal l 
caus ed by the emb argo . However , as econom i c  c ond i t ions  change 
through t ime , the ant i c ipat ed demand b a s e  b e come s l e s s r e al i s t i c . 

P r i o r  to  the embargo , i t  had b e en proj e cted that  the U . S .  
demand for p etro leum p roduct s  in the fir s t  quart e r  o f  19 7 4  woul d  
reach 1 9 .8 mi l lion b arre l s  p e r  day . I t  now app e ar s  that a s  a 
d i re c t  resul t o f  the emb argo , 2 .7 mi l l i on barre l s  p e r  day w i l l not 
be ava i l ab l e , and thus total dome s t i c  consumption wi l l  be 1 7 . 4  
mi l l ion b a rre l s  p e r  day , or 1 3 . 4  p ercent l ower than anti c ip ated  
demand , a s s uming the same inventory dr awdown . Th i s  roughly equate s  
to the actual consumpti on level of 1 9 7 2. (Ant i c ip ated  o r  normal 
demand has been adj us ted  upward by 2 9 5  thous and b arre l s  p e r  day 
to r e fle ct increas e d  m i l i tary demand . )  

The FEO has s ugge s t ed numerous vo lun t ary c onse rvat i on me as ures 
and has imp l ement ed a mandat ory allo c at i on program to ensure ade ­
quate supp l i e s  to pri o r i ty us ers . The al l o cation p l an i s  int ended 
to  have the s e condary e ffe ct o f  l imit ing supp ly avai l abl e t o  other 
us ers  and thus making cons e rvat ion unavo i dab l e . Thi s  mandatory 
cons ervat ion , coup l ed wi th abnorma l inventory chang e s , coul d p o t en ­
t i a l ly eliminate the ne t shortfa l l  in the f i r s t  quarter and reduce 
it to 0 . 4 million barrels per day in the second quarter. Although 
th i s  mi ght app e ar to s o lve the prob l em , actual exp e r i ence  doe s  not 
indicate  tha t al l the FEO p rograms are ful ly succ e s s ful , and ad ­
dit i onal s t ep s may have to be t aken . For examp l e , the mo t o r  gas o ­
l ine reduc t i on reported  for January b y  the FEO was on ly ab out two ­
th irds o f  the reduc t ion t arge ted ear l i er b y  that o ff i c e . As o f  
mid - February, the g as o l ine pro gram was having i t s  de s i red  average 
effect , but fo r the fir s t  quar ter to  me et  the ave r age t arge t , the 
l a s t  6 weeks wi l l  have to compensate fo r the January de f i c i enc i e s . 
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Othe r e ffe c t s , s uch as  reduced  demand due to  a l ower l eve l o f  
overa l l  economi c  ac t iv i ty and h i gher p r o duct  p r i c e s , may a t  l e as t  
par t ial ly compens ate  fo r s uch var ianc e s  from future go a l s  o r  
targe t s . 

Bas e d  on the findings o f  this s tudy , as di s cus s e d in de tai l 
in later  s e c t ions o f  thi s report , the Na t i on has  no al t e rna t i ve 
in the s ho rt - t erm o ther than to  re ly on vo l un tary and manda t o ry 
programs to r e duc e consump t ion . E ven imme d i a t e  re s tor a t i on o f  
Arab exp o r t s  woul d have no e ffe cts  on the f i r s t quar t e r  and only 
mo des t e f fe c t s  on the s e cond - quarter  s i tua t i o n  b ec aus e of the t ime 
required  to tran s po r t , p ro ce s s  and d i s t r ibute  addi t i onal impor t e d  
supp l i e s . 
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FINDINGS AND CONCLUSIONS 

The National Petroleum Council's Committee on Emergency 
Preparedness submits the following findings: 

FINDINGS 

Fourth Quarter 1 9 7 3  Review 

Prior to the October 1 9 7 3  oil embargo, petroleum supplies in 
the United States were already extremely tight due to rapidly 
increasing demand, tight world-wide crude supplies, a shortage of 
domestic refining capacity and the fact that U.S. oil and gas pro­
duction had peaked. Critical s pot shortages of both he ating oil 
and gasoline occurred during the 1 9 7 2 - 1 9 7 3  seasons, and the level 
of petroleum imports increased rapidly. The onset of the embargo 
made it clear that the loss of anticipated supplies would require 
immediate and substantial action to bring domestic supply and de­
mand into balance. 

Accordingly, the mid-Novembe r 1 9 7 3  report called for emergency 
action to reduce petroleum consumption and equitably distribute the 
anticipated s evere shortages. Since the release of that report, 
a number of factors have combined to delay the full impact of the 
embargo from the fourth-quarter 19 7 3  to the first and second quart­
ers of 1 9 7 4 . These factors include the following: 

• Rapid and effective actions taken by the Federal Govern­
ment, industry, and the public reduced consumption during 
the fourth quarter. Public and industry respons e to the 
President's calls for energy conservation in early Nov­
ember was favorable. The Federal Government moved quickly 
to form the Federal Energy Office which urged voluntary 
conservation steps and implemented mandatory programs. 

• Imports continued to arrive in the United States at 
considerably higher levels than expected. Rather than 
declining abruptly in mid-November as originally pro­
jected� crude and product imports gradually declined 
to near the anticipated post-embargo levels by year­
end. This provided additional time for the Nation to 
adjust to the shortfall and to implement emergency mea­
sures. 

e Fourth-quarter weather was considerably warmer than 
normal (by- 13 percent:), thus, reducing the ·a.n-ticipateq 
demand for d_is�illate. and residua,l. fuel oils. This 
permitted the Nation to avoid _potentially critical . 

. heat�ng_ fuel s.hortages a�d to improve its inventory : 
s ituatie>n i.ri artticipation. of po�sibl;y colder we·atJler 
during ·th�- latter half of: the heating s e a�on .. 
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These favorab l e  factors  reduced fourth - quar t e r  c onsump t i on by 
an e s t ima ted 7 2 5  thous and b arre l s  per day or 4 percent , and p e r­
mi tted  the Na t ion to  avo id  crit ical petrol eum s hor tage s . They 
al l owe d s ome bui l d ing of inventor i e s  and have a l l owed the Nat i on 
to en ter  1 9 7 4 in a b e t te r  than prev i ous ly ant icip at e d  condi t ion . 
For the s e  reasons , the p r inc ipal impact o f  the emb argo was de l ayed 
unt i l  the firs t and s e cond quar ters  o f  1 9 7 4 . 

Sen s i t ivity Fac tors  

Any as s e s sment of supp ly and demand b a l ance s for  future per i ­
ods i s  affe c t e d  by many var i ab l e s  and i s  subj e c t  t o  a d e gr e e  o f  
unce r t a inty . Thi s  i s  p ar t i cul arly true in the current embargo  
s i tua t i on . The as s e s sment in  thi s  report  i s  centered  around a 
l ike ly cas e whi ch i s  nece s s ar i ly b as ed on many as s ump t i ons whi ch 
are di s cus s ed in the body o f  the report . As condi t ions change , 
actual resul t s  wi l l, of cours e, di ffer from this analys i s . Never­
the l e s s ,  thi s report presents a reasonabl e predict i on of the situ ­
ation con s ider ing curren t ly ava i l ab l e  info rmat ion . 

F i r s t - Quarter 1 9 7 4  S i tuation 

Adjus t e d  noPmaZ demand* for pe troleum dur ing the f i r s t quarter 
o f  1 9 7 4  is  exp e c t e d  t o  exc e e d  ava i l able suppl i e s  by 2 . 7  m i llion 
b arre l s  per day or 1 3 . 4  percent ( s e e  Tab l e  1 ) . The sho r t fa l l  is  
b a s e d  on p ro j e c t ions of normal demand and al s o  as sume s imp o rt 
l eve l s  o f  5 . 2  m i l l ion b arrel s  per day dur ing the fi rs t quarter 
under emb argo cond i t i on s . 

I t  appe ar s  that the gros s shortfall o f  2 . 7  mi l l ion b arre l s  per 
day can be  b a l anced by me ans o f  substan t i a l  demand r e duc t ions and 
much l arger than no rmal  wi thdrawal s  from invento r ies . At any g iven 
l oc a t i on , thi s  may require inventory drawdowns in exce s s  o f  tho s e  
dictated  b y  p rudent invent o ry management and may r e s ult in  sp o t  
sho r t ages . 

I n  add i t i on to  a he avy drawdown o f  inventor i e s , demand reduc ­
t ions on the order o f  1 1 . 5  percent ( b a s e d  on adj u s t e d  normal demand) 
would  have to  occur . The s e  are attainabl e according t o  targe t s  
s e t  by the F EO; however , exp e rience through January ind i c a t e s  that 
reduct i on s  in mo tor gasol ine consumpt ion we re  only ab out two - thirds 
as l arge as nee de d . Thus , s i gn i fi c antly  greater reductions in 
mo tor gas o l ine may b e  required to prevent dep l e t i on o f  ga s o line 
inventor i e s  b e l ow minimum operab l e  levels . 

* To tal  demand for the first  and s e cond quar t e r  tha t  had b e en 
proj e c t e d  b e fore the October embargo i s  cal l e d  no PmaZ demand 
in this report . I t  is the demand which would h ave exi s te d  wi thout 
con s train t s  impo s e d  by the emb argo , hi gher pr i c e s  and othe r fac tors 
and is  a b en chmark again s t  which to me asure demand reduc t i on s  and 
shortfal l s . I t  i s  cal l ed uncon s trained demand by some , ant i c ip ated  
demand b y  o thers . Thi s  report us e s  the term adju s ted no Pma Z demand 
when that military demand, fo rmerly me t by ove r s e as supp l i e s  p r i o r  
to  the emb argo , i s  added t o  normal demand . 
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Demand 

Normal Demand* 
Added M i l itary Demand 

TABLE 1 

FI RST AND SECOND QUARTERS 1974 
(Mil l ions of Barrels per Day) 

F irst 
Quarter 

1 9.8 
. 3 

Total Adjusted Normal Demand 20.1 

Supply 

Domestic* 
Production 
Processing Gain and Other 
Normal Inventory Drawdown (Bu i ldup) 

Subtotal 

Imports with Embargot 

Total 

Shortfal l  

1 0.8 
.5 
.9 

12.2 

5.2 

17.4 

2.7 

* Based on the I ndependent Petr oleu m  Association of America Rep ort, October 1 973. 

t I mports based on NPC survey esti mate. 

Overa l l , the first-quarter situation appears extreme ly 

Secon d 
Quarter 

1 7.5 
.3 

17.8 

1 0.8 
.4 

(.8) 

10.4 

5.1 

15.5 

2.3 

t ight but b alanced , with the po ssib l e  excep t i on o f  mo tor gas o l ine . 
The extent to  whi ch the si tuat ion rema ins operab l e  depends on a 
numbe r  o f  var i ab l es such as the cont inuat i on o f  warme r than n o rmal 
we athe r , the cont inua t i on o f  a h i gh l eve l of vo lun t ary cons e rva t ion , 
and the e ffe ct iveness o f  act ions mandat e d  b y  federal ag encie s . 

Se cond - Quart e r  1974  S i tuat ion 

Dur ing the s e c ond - quar t e r  1 9 7 4 , the adjus t e d  n o rmal demand 
is expected  to exceed  ava i l ab l e  supp l i es by 2 . 3  mi l l i on b ar r e ls 
pe r  day o r  1 2 . 8  pe rcent o f  demand . Thi s  i s  b ased on imp o r t s  o f  
5 . 1 mil l ion b arre ls p e r  day dur ing the p e r i o d . 

Whi l e  the gross sho r t fa l l is smal l er during the second quarter , 
the supp ly/ demand s ituat i on would b e  even t i gh t e r  than at  present 
due to the proje c t e d  drawdown of invent o r i e s  t o  min imum h i s t o r i c al 
leve ls dur ing the firs t quar t e r . Thus , b a l an c in g  the 2 . 3  mi l l i on 
barre ls per  day shor t fa l l  requires  demand reduc t i ons in exc ess of 
tho s e  currently p r o j e c t e d  for fue l s  by  the FEO (by ove r 4 0 0  thou ­
sand b arre l s  per  day) p lus cont inued operat i ons at  minimum inven• 
tory l eve ls . The spe c i f i c  distr ibut ion of the 4 0 0  thous and b arrels 
per day among fue l categor ies i s  dependen t on gove rnment p o l i cy as 
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we l l  as the imp ac t  o f  we athe r , e conomic act ivi ty and p r i c e  on ove r­
a l l  demand • .  Cons:rvat i on e fforts �h�uld b e  cont inue d in a l l  prod ­
uct are as w1th adJus tments  o f  spe c1f1c produc t r e duc t i on s  as  
the e ffe c t s  o f  the cutb acks b e come b e t ter define d . 

The ove ra l l  s e cond - quarter s ituat ion app e ar s  more d i f f i cul t 
than the firs t q�ar ter  b e c aus e o f  previous l y  dep l e t e d  invento r i e s . 
The degree  t o  wh1ch vo lunt ary con s e rvat ion me asur e s  are ma in t a ine d 
by indus t ry and the pub l i c , and the e ffe c t ivene s s  o f  federal l y  
mandat�d me asur e s  to  equ i t ably d i s t r ibut e  ava i l ab l e  supp l i e s  wi l l  
de te rm1ne t o  a l arge degre e whether the prob l ems are cr i t i c a l  o r  
s omewhat l e s s  s e r ious . Sub s t an t i a l  inconvenienc e s  a r e  a l r e ady 
be ing exp e r i ence d by c onsumers  in s ome are a s  and the s e  could b e c ome 
more  s evere during the s e cond quarte r . 

CONCLUS I ONS 

• U . S .  p e t ro l eum supp l i e s  in the firs t and s ec ond quarters 
o f 1 974 wi l l  b e  extreme ly t i ght . The p ro j e c t e d  gros s 
shortfall  o f  13 to  1 4  percent wi l l  b e  o f fs e t  i f  a h i gh 
degree o f cons ervation o f  al l energy forms i s  exerc i s ed , 
(particul ar l y  in the areas  o f  mo t o r  g as o l ine and o ther 
d i s cre t i onary uses) , and i f  mandatory federal  pro grams 
to r e duce consump t i on and d i s t r ibute the avai l ab l e  sup­
p l i e s  be come mor e  e ffect ive . Howeve r , thi s  will at the 
s ame t ime r equire  the dep l e t i on of the Nat i on's p e t ro­
l eum fue l s to cks  to  min imum h i s tor i c a l  l eve l s . 

• The pe trol eum supp ly and demand out l oo k s  p r o j e c t e d  in 
thi s r ep o r t  are sub j e c t  to  a numb e r  of h i ghly vari ab l e  
factors . F o r  examp l e , demand wi l l  b e  s tr ongly influenced 
by the we athe r , r i s ing energy pr i ce s , the e ffe c t ive -
ne s s  o f  fe de ra l ly mandated measure s ,  and o f  c our s e , the 
durat i on and magni tude o f  the emb argo . Unde r  thi s  
dynami c and uncertain environment , ded i c a t i on t o  any 
ove r ly r i gi d  cour s e  o f  ac t ion i s  l ike ly t o  l e ad t o  a 
mi s - al l ocat i on o f  resource s .  

• Wi thin the l im i t s  o f  the uncertain t i e s  d i s cus s e d  ab ove , 
a sub s t an t i al prob l em app e ars  to  b e  develop ing in b al­
anc ing fue l demand and supp ly in  a way s a t i s fac t o ry t o  
the consumer . The f indings  o f  thi s r ep ort ind i c a t e  
add i t ional reduct i on s  i n  fue l  us age , including mo tor  
g�s o l ine , are  requ i re d . Mo tor i s t s  in s ome areas  are  
alre ady exp e r i enc ing sub s t ant ial inconveni ences  in ob­
t aining supp l ie s , and s everal s t a t e s  have ins titute d  
me asure s such as "odd - even day" purcha s e  sys tems . If 
the fede r al al l o cat i on programs c anno t  b o th reduce con ­
sump t i on and s at i s fy consumers , then add i t i onal  manda ­
t ory act i ons  wi l l  be  required . The s e  should include 
add i t i onal  use o f  odd - even day purchas e  plan s , r e qu i re ­
ments that reta i l  purchasers  cannot  refi l l  the i r  t anks 
unl e s s  hal f - emp ty , and s tagger ing s e l l ing hours among 
re t ail out l e t s . I f  these measure s t o  improve d i s tr ibu -
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t i on and min imi z e  inconveni ence are not  succe s s ful  and 
pub l i c  comp l i ance do e s  no t incre a s e  sub s tant i a l ly , the 
Nat i on wi l l  have no alternat ive but to  in s t i tute s ome 
sys t em of mandatory rationing . 

• I f  energy cons e rvat ion me asure s and fue l  al l o c a t ion programs 
are succes s ful in a l l ev i a t ing the imp ac t  o f  the den i a l , 
e conomic ac tivity and emp loyment wi l l  not  suffe r s i gn i f ­
i c ant add i t i onal de gredat ion. Howeve r , i f  o i l  imp o r t s  
are not  sub s t an t i a l ly incre ased  we l l  b e fore ye ar - end , i t  
i s  not thought p o s s ib l e  that even extreme ly e ffe c t ive 
con s e rvat ion arid al locat i on me asure s c an a l l ow r e a l  Gros s 
Nat i onal Product ( GNP ) to  incre as e s i gn i fi c an t l y  ab ove 
the current l evel , or that unemp l oyment r a t e s  in the· 
ne i ghborhood of 6 pe rcent can be avo ided . 

• Act i ons taken to  date by the fede ral  and s t ate gove rn ­
ments to min imi z e  the de t r imental  e ffe c t s  occas i oned by  
the  curren t ener gy cri s i s  are  to b e  commende d . Many of  
the se  have resul ted in  s i gn i f i c ant fue l-us e s avings . 
However , de l ays and uncertain t i e s  r e gard ing a l l o c at i on 
p r i or i t i e s , r ationing , r e f inery y i e lds  and p r i c e s  wi l l  
tend t o  compound t�e seve r i ty o f  the current s i tuat i on 
and re tard pro gre s s  toward l ong term s o lut i ons . Even 
if the emb argo is l ifted in the n e ar future , anyth in g  
approaching "no rma l i ty" i n  the ener gy supp ly sys tem c an ­
no t b e  achi eved fo r s ome t ime . Accordingly , the Committee  
re - emphas i z e s  the  fo l l owing conc lus i ons whi ch repr e s ent 
a re s t atement or  fur the r e l ab o ra t ion o f  conc lus ions 
previous ly re ached in the Novemb e r  1 5 , 1 9 7 3  rep o r t: 

- - The Federal  Gove rnment , indus t ry and the communic a t ions 
me d ia have fa i l ed to convince the pub l i c  o f  the 
fac t s  which are so ne ce s s ary for c o ope rat i on in 
achieving needed consume r ener gy cons e rvation at 
al l l eve l s . Al l e gat i ons by s ome consumers and pol i ­
t i c i ans o f  cont rivance , ho ax o r  manipul at ion in 
conne c t i on w i th the o i l  sho r tage , in the face of an 
actual cut - o ff of Arab o i l  supp l ie s  int o  the Uni ted 
States , as tronomically  increas e d  p rice s for fore i gn 
o i l  that i s  ava i l ab l e , i s  indi c a t ive o f  b r o ad gener a l  
pub l ic  mi sunde r s t anding and d i s trus t . 

- - The leve l o f  governmen t - indus t ry c o operat i on needed due 
to the extreme ly compl ex and vas t sys t ems o f  the ener gy 
indus tr i e s , has no t been reali z e d . The exp e r t i s e  
ava i l ab l e  from pr ivate indus t ry which could b e  ut i l i z e d  
in an adv i s o ry and operat ional cap a c i ty has no t been 
drawn upon for le gal and political r e a s ons . 

- - National economic heal th , emp l oyment , p e r s onal income 
and the Nation's defense sys tem , dependent upon normal 
industr i al operat i ons , are now b e in g  a f fe ct e d  by the 
energy sho r t fal l .  Every e ffort mus t be made to c on ­
t inue op.erat i ons o f  the indus t r i a l  and key s e rvice 
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s e ctors  o f  the U . S . economy as  c l o s e  to  normal as  p o s ­
s ib l e . 

- - I n order to  s tr ive for r e l a t ive s e l f - suff i c i ency in 
energy in a real i s t ic t ime frame , i t  i s  imp e r at ive 
that nat i onal p o l icy move as qui ckly as  p o s s ib l e  t o  
fre e  marke t de termination o f  r e s ource a l l o c a t i on and 
inve s tment de c i s ions . Any eme rgency me asure s enac t e d  
dur ing t h e  current den i al should  b e  undert aken 
w i th the c l e ar provi s i on for the i r  removal a t  the te rm­
inat i on o f  the den ial and i t s  after - e ffec t s . The 
Ame r i c an sys tem shoul d continue to operate  on a com ­
p e t i t ive , free - enterp r i s e  bas i s . Incre as e d  gove rn ­
men t  interven t i on for emergency purp o s e s  shoul d b e  
t aken onl y  as ab s o lutely nece s s ary and shoul d n o t  
b e  cont inue d upon the c e s s a t i on o f  t h e  eme rgency . 
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Chap te r One 

REV I EW OF  FOURTH QUARTER 19 7 3  

SUMMARY O F  NOVEMBE R 15 ,  19 7 3  REPORT 

The Novemb e r  15 ,  19 7 3  Supp l emen tal  I nterim  Rep o r t  of the 
Nat iona l Pe t ro l eum Counci l ' s  Commi t te e  on Eme rgency P rep a r e dne s s  
es t imated that the in i t i a l  impact  o f the Arab o i l  emb argo on the 
Un i t e d  S t a t e s  woul d be in the orde r of 2 mi l l ion b arre l s  dai ly 
dur ing the l as t  6 weeks o f  19 7 3 .  Fo r the fi rs t quarte r o f  19 7 4 , 
the import  denial  was p ro j e c te d  to ave rage 3 mi l l ion b arre l s  p e r  
day a s  the emb argo b e c ame more  r e s t r i c t ive and demand fo r p e t ro ­
leum produc ts inc reas e d  s e asona l ly . 

Given s uch s upp ly re s t r i c t ions and mak ing an in i t i al as s ump ­
tion tha t  no o f fs e t t ing demand curtai lmen t s  woul d b e  imp l emen te d , 
year- end inven to r i e s  o f  gas o l ine and di s t i l l a t e s  were c a l cul a t e d  
to b e  s i gni fi cantly  l ower than they woul d have b e en unde r p r e ­
den i a l  exp e c t a t i ons . S t o cks o f  re s i dual fue l o i l  woul d h ave b een 
drawn down to min imum operable l eve l s  during De cemb e r  1 9 7 3 . I t  
was po inted  out tha t  a cont inua t ion o f  the emb argo w i thout demand 
cons traint s woul d have re s ul ted in al l maj o r  p r o duc t inven t o r i e s 
fal l ing to or  b e l ow de s i red  min imum l eve l s  dur ing the 1 9 7 4  firs t 
quarte r ,  thus inducing mas s ive short age s and di slo c a t ions in p e t ro ­
l eum p ro duc t s upp l i e s . Th is  was cons idered an unaccep tab l e  s o lu­
tion to the imp o r t den ia l .  As  a p re fe rab l e  a l terna t ive , the 
Na tional Pe tr o l eum Coun c i l  rec ommen de d ini t i ating  demand cur t a i l ­
men ts immediately  in o rde r to re duce the exp e c t e d  s h o r t fa l l and 
spread i t  ove r an extended time p e r i o d . 

FOURTH QUARTER 19 7 3  PROJE C T I ON COMPARE D WI TH ACTUAL E XPERI ENCE 

A supp ly/ demand b al ance fo r the four th quarte r of 19 7 3  pro ­
vides  the b as i c  da ta  fo r comparing the ac tua l s i tua t i on w i t h  the 
pre - denial  proj ec t i on . The ac tual s i tua t i on t abul a t i ons have b e en 
e s t imated from the We ekly S ta t i s t i ca l  Bul l e t ins  o f  the Ame ri can 
Pe tro l e um I ns t i tute (AP I ) ,  p ending p ub l i ca t i on o f  U . S .  Bure au o f  
Mines fi gure s . The p r e - denial  fi gure s are tho s e  o f  the Indep endent 
Pe tro l eum As s o c i at ion of Ame r i ca ( I PAA) pub l i shed in O c to b e r  19 7 3 ,  
prior  to the announcemen t o f  the Arab emb argo . 

A numb e r  o f  fac to r s  have cont r ibuted to the ac tua l s i tua t i on 
be ing l e s s  s eve re during the 19 7 3  fo urth qua r t e r  than the condi ­
tions an ti cip a t e d  in the Novemb e r  15 , 19 7 3  NPC  Eme rgency Prep a re d ­
ne s s  Rep or t .  The s e  include: 

• P romp t  vo l untary an d man da te d reduc t i ons  in U . S .  ene rgy 
con s ump ti on 

• Warme r than no rma l we a th e r  
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• S l ower than exp e c te d  de cl ine in o i l  imp o r t s . 

The comb in e d  e ffe c t  o f  the s e  fac tors was to  r e duce demand by 
a g re a te r quan t i ty than the denial  of imp o r ts during the final 
quarte r o f  1973. As a dire c t  resul t ,  total  p e t ro l eum inven tor i es 
at year - end 1973 were h i ghe r than had b een ant i c ip a t e d  in the 
Novemb e r  rep o r t . 

C l o s ing s to cks o f  avi a t i on fue l s  and to t al middle di s t i l l a t e s  
were above mid-November projections and also were above the same peri-

Demand (Domestic) 

Motor Gasolines 
Aviation Fuels 
Middle Distillates 
Residual Fuels 
All Others 

Totals 

Total Exportst 

Total Demand 

Stock Change 

Required Supply 

Domestic Production 
Crude & Condensate 

NGL 

Subtotal 

Imports 

Crude Oil 
Residual Fuels 
Other Imports 

Subtotal 

TABLE 2 

SUPPLY/DEMAND BALANCE-FOURTH-QUARTER 1973 
(Thousand Barrels per Day) 

Pre-Denial 
Estimate Actual * 
(IPAA) (API) Amount 

6,704 6,433 (27 1 ) 
1 , 1 55 1 ,049 ( 1 06) 
3,822 3,522 (300) 
3,049 2,864 (185) 
3,685 3,805 1 20 

18,415 17,673 (742) 

228 245 1 7  

18,643 17,918 (725} 

(443) ( 1 83) 260 

18,200 17,735 (465} 

9,195 9, 1 55 ( 40) 
1,740 1 ,740 

10,935 10,895 ( 40) 

3,561 3,342 (2 1 9) 
2,094 1 ,842 (252) 
1 ,097 1 ,106 9 

6,752 6,290 (462) 

Processing Gain and Other 513 550 37 

Total Supply 18,200 17,735 (465} 

Closing Inventory 
{Millions of Barrels) 971.2 998.8 27.6 

Difference 

Percent --

( 4.0) 
( 9.2) 
( 7:8) 
{ 6.1) 

3.3 

( 4.0} 

7.5 

( 3.9) 

58.7 

( 2.6) 

( 0.4) 

( 0.4) 

( 6.1 )  
(12.0) 
( 0.8) 
( 6.8) 

7.2 

( 2.6t 

2.8 

• Fourth-quarter balance is estimated from preliminary API results pending publication of U.S. Bureau of Mines figures. 

t See detailed discussion in Appendix D. 
* Processing gain and. other is primarily volumetric increase in output due to processing. 
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TABLE 3 

U.S. I NVENTORI ES OF CRUDE OI L AND PRODUCTS AT YEAR-END 
(Millions of 42-Gallon Barrels) 

Item 

Crude Oi l  

Products: 

Motor Gasol ine 
Aviation Fuels: 

Aviation Gasol ine 
Naphtha Jet Fuel 
Kerosine Jet Fuel 

Total 

Middle Disti l lates: 
Kerosine 
Disti l l ate Fuel Oil 

Total 

Residual Fuel Oi l 
Other Oi l s  

Total Refined 

Total I nventories 

Pre-denial 
Estimate 
(IPAA)* 

244.6 

2 1 9.5 

28.3 

190.7 

53.6 
234.5 

726.6 

971.2 

December 31, 1973 

Actual 
(API )t 

240.6 

208.3 

3.7 
5.7 

22.9 

32.3 

23.1 
200.7 

223.8 

52.9 
240.9 

758.2 

998.8 

Difference 

- 4.0 

- 1 1 .2 

+ 4.0 

+33.1 

- 0.7 
+ 6.4 

+31.6 

+27.6 

Sources: * Pre-denial 1 973 Esti mate-Report  of the Supply/Demand Committee, I PAA (October 23, 1 973) . 

t Estimated 1 973 Actual-Press release (January 13, 1 974). 

:f: Actual 1 972-U.S. Bureau of Mines, Annual Petroleu m Statement ( December 1 973) . 

December 31, 
1972 

246.4 

2 1 2.9 

4.3 
6. 1 

1 9.3 

29.7 

1 9. 1  
1 54.3 

173.4 

55.2 
241 .4 

712.6 

959.0 

od of  a year earl i er . December 31, 1973 inventories o f  crude oi l , mo­
tor gas o l ine and re sidual fue l  o i l  were b e l ow antic ipation and a l s o  be­
low the end o f  1972. Detai l s  are s hown in T ab l e  2 whi ch give s  supply/ 
demand balances , in.F igure 1 whi ch i l lus trates t o t a l  U.S. import s and 
in Tab le  3 which g ive s year - end inventori e s . 

REDUCT I ON IN CONSUMP T I ON 

The Nation he e de d  the warning s igns o f  imp ending shortage and 
re duced cons ump t ion s i gn i fi cantly by a combination o f  vo luntary 
and mandatory me asure s . I n the fourth quarter o f  1973, e s t imated 
domes t i c  consump t i on was  l e s s  than uncons tr aine d demand b y  an 
es timated 725 thous and b arre l s  pe r day , or 3.9 p e rcen t . I t 
appears that the mos t  s ign i ficant contr ibut i on to the lower demand 
was the pos i t ive consume r e ffo rt  to re duce consump t i on by s uch 
re spon s e s  as l owe r thermo s tat s e t t ings , l e s s  driving and l owe r 
highway spe e ds . The various ac t i ons  by the gove rnment we re  an 
important contribut ion to this e ffor t  ( s e e  Appendix C) . 
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Figure 1. U.S. Petroleum Imports. 
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Ano the r s igni fi c ant  fac tor in demand re duc t i on was warme r 
than no rmal we a the r . Acco r ding to PZatts OiZgram, we a the r in the 
total Uni ted S t ates dur ing the l a s t  4 months o f  1 9 7 3  ( a s  measured in 
de gree days ) was 1 3 . 1  p e rcent warme r than no rma l . I t  is e s t ima t e d  
tha t  warmer w e a the r con t r ibuted ab out a thi rd o f  the re duc t i on in 
demand during the four th quarter  by vir tue o f  l owe r d i s t i l l a t e  and 
re s i dual fue l o i l  con s ump t i on . An imp o r t an t  indi re c t  e ffe c t  on 
petro l eum demand co ul d have b e en the l owe r e l e c t r i c i ty and natural 
gas cons ump t i on due to warme r we athe r and vo l un t ary coope rat i on b y  
indus try and the p r ivate s e c t o r  i n  re duc ing e l e c t r i c i ty cons ump t ion . 

Fina l ly , h i ghe r re fine d p roduct p r i ce s  an d a beZow normaZ 
rate o f  re al  GNP growth in the fourth qua r t e r  ( 1 . 9  p e rcen t on an 
annual i z e d  b as i s )  may have damp ened p e t ro l e um cons ump t i on b e l ow 
earl i er e s t imat e s . 

CRUDE I MPORTS 

Crude imp o r t s  in the fourth quarter  were l e s s  than had b een 
an ti cipated in the p re - den i a l  IPAA b al ances  b y an ave rage of 2 19 
thous and b arre l s  p e r  day , o r  6 pe rcent . Al tho ugh crude o i l  im­
ports di d in  fac t de cl ine as  an t i cipated  in the  Novemb e r  1 5 , 1 9 7 3  
repo r t , the maj o r  imp a c t  was de l ayed from mi d-Novemb e r  to 
mid- De cemb e r , as  F i gure 1 graphi cal ly i l l us trates . For the 5 weeks 
ending January 1 8 , 1 9 7 4 , c rude impo r t s  were l e s s  than exp e c t e d  in 
the p re - den i a l  cas e by an ave rage of 1 , 1 67 thous and b arre l s  p e r  
day , o r  3 2  pe rcent . Thus , th e 1 , 2 0 0  tho us and b a rre l s  p e r  day 
sho rtfa l l  di s cus s e d in th e Nat i onal Pe tro l eum Counc i l ' s  Novemb e r 
1 5 , 1 9 7 3  repo r t  was app ro ached a t  yea r - end . 

PRODUCT IMPORTS 

Produc t imp orts in the fo ur th quarter  we re l e s s  than h a d  b e en 
an ti cipated in the p re - den i a l  IPAA cas e by an average o f  2 4 3  
thous and b ar re l s  p e r  day , o r  7 . 6  p e rcent . Much o f  th i s  sho r t fa l l  
was in th e imp o r t a t i on o f  re s i dua l fue l o i l  whi ch , dur ing th i s  
period , was l e s s than the pre - den i a l  exp e c t a t i on . Al tho ugh p r o duc t 
imports  di d no t de c l ine in ab s o lut e  numb e r s  dur ing the quar t e r  
( s e e  Fi gure 1 ) , th e sho r t fa l l  di d incre a s e  s i gn i fi can t ly , a s  the 
pre - den i a l  c a s e  an t i c ip at e d  th at the l eve l  of imp o rt s  woul d r i s e  
towa rd the end o f  the quarte r t o  me e t  s e as ona l requi remen t s . As 
in the c a s e  of crude imp o r t s , the maj o r  imp a c t  was de l ay e d  from 
mi d- Novemb e r  to the l a t ter p art of De cemb e r . Fo r the 5 weeks 
ending January 1 8 , 1 9 7 4 ,  p ro duc t imp o r t s  were l e s s  than e xp e c t e d  
in th e p re - den i a l  c a s e  b y  an ave rage o f  63 2 thous and b a rre l s  p e r  
day , o r  18  p e rcent . Thus , the 8 0 0  tho us and b a rr e l s  p e r  day s ho r t ­
fal l  di s cus s ed in the Na t i onal  P e t ro l eum Coun c i l ' s  No vemb e r  15 
rep o r t  was app ro ache d a t  ye ar-end . 

TOTAL IMPORTS 

Fo r the en t i re four th quarte r 1 9 7 3 ,  t o t a l  imp o r t s  o f  crude 
o i l  an d produc t s  ave raged 6.3 mi l l ion b arre l s  da i ly o r  about one -
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hal f  mi llion b arre l s  dai l y  l e s s  than exp e c t e d  b e fo re deni al . How­
eve r , the weekly trend  of to t a l  imports  has b e en de c i de dly down ­
wa rd s ince the mi ddl e o f  Novemb er . For the 5 weeks ending J anuary 
18 , 19 74 , to tal imports  we re l es s  than exp e c t e d  in the pre - den i a l  
cas e by an average o f  1 . 7 mi l l ion b arre l s  p e r  day , o r  2 5  p e rcent , 
app roach ing the 2 . 0  mi l l ion barre l s  p e r  day s hor t fa l l  di s cusse d in 
the Novemb e r  15 , 1973 repor t .  As may be ob s erve d on F i gure 1 ,  
total  imp o r t s  fo r the 2 we eks ending January 18 , 19 7 4 , were b elow 
5 mi l l i on b a rre l s  dai ly . Ava i l ab l e  da ta through mi d- February 
indic a t e  that total  imports  have averaged s l i ghtly over 5 m i l l i on 
b arre l s  p e r  day . 

18 



Chap ter  Two 

OUTLOOK FOR F I RST AND SECOND QUARTER OF 1 9 7 4  

INTRODUCT I ON 

When the NPC repor ted to the Secretary o f  the I n t e r i o r  on 
November  1 5 , 1 9 7 3 , i t s  as s e s sment o f the imp ac t  of the Arab embargo 
on exports  of p et ro l eum to t he Uni t ed S t a t e s , there was l i tt l e  o r  
no ba s i s o n  whi ch t o  j udg e the effect ivenes s  o f  t h e  emb argo o r  the 
wi l l ingnes s  of t he Amer ican peop l e  to adj us t t o  r educ ed consump t ion . 

As po int ed out in Chapter  One , s igni fi c an t  eff e c t s  o f  the em ­
bargo upon domes t i c supp ly were no t obs erved unt i l  6 0  days  after  
i t  wa s ini t iated ( ins t ead of the 30  to 35  days normal t anker s a i l ing 
t ime from the P e r s ian Gul f to the Uni t ed S t a t e s  as sumed in the 
November 1 5  r epo r t ) . Never the l e s s , pub l ic cooper a t i on and vo lun ­
tary reduct ion in energy us age began almo s t  immed i a t e ly . Whi l e  
this cutback has aided the s i tuat ion markedly , i t  has obs cured 
an accurate as s e s sment of  t he emerg ency . 

I t  i s  no t known how long the emb argo wi l l  l a s t , and t he u l t i ­
mat e  magni tude o f the shortfal l canno t b e  c l o s e ly d e t e rmined . I n  
an effort to quant i fy the effec t , a survey of  import  e s t imate s  has 
been comp i led  for this r eport . The Novemb e r  1 5  r ep o r t , analy z ed 
the impact o f  an import  denial of 3 . 0  mi l l ion barr e l s  p e r  day , 
and this  s tudy reappr a i s e s  tho s e  impact s  b a s ed on the mo s t  curr ent 
as s e s sment of the s i tuat ion . 

I t  now app ears tha t  due to the Arab emb argo , p e t r o l eum supp ly 
for the Uni t ed S t a t e s  wi l l  be s hort  by approx imat e ly 2 . 7  mi l l i on 
b arre l s  p e r  day dur i ng the f i r s t  quar ter o f  1 9 7 4  and approx ima t e ly 
2 . 3 mi l l ion barre l s  per  day dur ing the s econd quart e r  of  1 9 7 4 . 
Thi s mo s t  recent as s e s sment ref l e c t s  a s l ight imp rovement over that 
contained in the November  1 5  repo r t , but s til l port ends a very s eri­
ous situa t i on . 

I t  s hould b e  po inted  out that in c a l cu l a t ing the demand/ supp ly 
shor tfal l or the magn i tude invo lved in the embargo ,  many as s ump t ions 
are r equired . The mos t important o f the s e  is the magni tude o f de ­
mand . This  report u s e s  a figur e for norma Z demand whi ch was e s t i ­
mated by the I PAA pr ior t o  the embargo . To m e e t  the demand l evel , 
the I PAA proj ec ted tha t  total  imports  of 7 . 5 mi l l i on barre l s  p e r  
day would be r equir e d . The Commi t t e e ' s  e s t imat e  o f  imp or t s  under 
embargo cond i t ions dur ing the f ir s t  quarter o f  1 9 7 4  i s  approx imat e ­
ly 5 . 2 m i l l ion barr e l s  per day . This  l eve l , coup l ed wi th adj us t ­
ment s for pro c e s s ing gain and increas ed mi l i t ary requ i rement s , r e ­
sul t s  in a 2 . 7 mi l l ion b arrel  per  day shor t fa l l comp are d  to adj us t ed 
no rmal demand . To the ext ent that domes t ic supp lie s c an b e  i n ­
creas ed through o i l  and g a s  product ion no t ant i c ip a t e d , that con ­
vers ion o f o i l  to coal  i s  ac comp l ished above the l ev e l  e s t imated , 
that weather and p r i c e  have an e ffect  not t aken into account , 
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and that actual imp o r t s  d i ffer from the Comm i t t e e ' s  e s t imat e ,  the 
magn i tude o f  the c al cul ated short fa l l  wi l l  change . For examp l e , 
the weather dur ing the f irs t ha l f o f  the f i rs t quar t e r  ha s cont inued 
the warmer - than - no rmal p a t t ern of the fourth quar ter of 1 9 7 3 . I t  
appears  that unl e s s  the las t s ix weeks o f  the quart e r  are  ext r em e ly 
co l d ,  the Nat ion wi l l  exp e r i ence a warmer - than - normal f i r s t quar ter . 
To the extent that this prove s to b e  the c as e , demand f o r  heat ing 
o i l s  wi l l  be l owe r than that us ed in thi s  r epo r t . 

The dat a  p r e s ent ed in thi s chap t e r  r e f l e c t  a m i dd l e  ground 
regarding the many var i ab l e s invo lved in c a l culat ing s upp l y  and 
demand b a l anc e s . Chap t e r  Thre e  d i s cus s e s the e ffect o f  the s ens i ­
t iv i ty o f  the var i ous  a s s ump t i ons invo lve d . 

NORMAL SUPPLY AND DEMAND COND I T I ONS 

Petro l eum Supp ly- - Dome s t ic Sources  

P roj e c t e d  U . S .  p e t r o l eum supp ly from domes t i c  s our c e s  fo r the 
f i r s t  hal f of 1 9 7 4  is s hown in Tab l e  4 .  Dome s t i c c rude and natural 
gas l iqui ds produc t i on i s  shown to rema i n  r e l a t ively  cons tant at 
1 0 . 8  mi l l ion b ar r e l s  p e r  day dur ing the two quarter s . Normal 
s ea s onal inventory changes  for thi s t ime o f  y e ar we r e  as s ume d  in 
o rder to ful f i l l  p roduct demands . 

For e i gn Sourc e s  

I n a n  e ffo r t  to  ascer tain an es t imated  l evel o f  imports  o f  
c rude o i l  and p roduc ts  into the Uni t e d  S t a t e s  dur ing t h e  f i r s t 

TABLE 4 

PROJECTED U.S. DOMESTIC PETRO LEUM SUPPLY 
F I RST AND SECOND QUARTERS 1974 

(Thousand Barrels per Day) 

Domestic Production 

Crude 
NG L 

Subtotal 

Processing Gain and other 

Inventory Drawdown (Bu i ldup) 

Total Domestic Supply 

Source: I PAA Projection ( October 1 973). 

2 0  

F irst 
Quarter 

9, 1 28 
1 ,725 

10,853 

520 

939 

12,312 

Second 
Quarter 

9,062 
1 ,725 

10,787 

5 1 9  

(763) 

10,543 



TABLE 5 

ESTI MATED 1974 1 MPORTS UNDER EMBARGO CONDITIONS 
(Thousand Barrels per Day) 

Crude 

Unfin ished 

NG L 

Subtotal 

Motor Gasol ine 

Aviation Fuels 

Middle Disti l l ate 

Residual Fuel 

LPG 

Other 

Subtotal 

Total Imports 

Range of Individual Estimates Surveyed 

Low 

High 

Source: N PC Survey of Estimates, January 1 974. 

First 
Quarter 

2,450 

1 05 

1 30 

2,685 

1 05 

1 40 

290 

1 ,690 

1 35 

1 05 

2,465 

5,1 50 

4,680 

5,722 

Secon d 
Quarter 

2,5 1 0  

1 05 

1 30 

2,745 

1 1 5 

1 45 

260 

1 ,570 

1 30 

90 

2,310 

5,055 

4,670 

5,772 

hal f  of 1 9 7 4 , the Comm i t t e e  reque s t ed that a survey o f  e s t ima t e s  
b e  made b y  t h e  s t aff o f  the National P etro l eum Council . The r e ­
sul t s  are tabu l a t ed in Tab l e  5 .  Thes e data repres ent s imp l e  
ar ithme t i c  ave rag ing o f  the e s t imat e s  r e c e ived and , a s  s hown i n  the 
bottom l ine of the tab le , refl ect a r ange of approxima t e ly p lus 
or minus 1 0  percent . The range of e s t imat e s  is sma l l  when con ­
s idered aga ins t the total  wo r l d  o i l  movement b a l ance that mus t b e  
made t o  prepare an e s t imat e  of  U . S .  impor t s . The effect s o f  this  
rang e upon the  fi r s t  and s econd quar ter  1 9 7 4  supp ly and demand 
balanc e s  i s  d i s cus s ed in Chap t er Thr e e . 

· 

The average figures  us ed in th is  repor t  r epr e s ent  a c omp o s i t e  
bes t  es timat e  cas e . Becaus e o f  the con s t antly  chan g i ng s itua tion 
in the Arab count r i e s  with regard to produc t ion cutbacks p lus 
chang ing wo r l dwide p e tro l eum lo g i s t ic s , any e s t ima t e  is s ub j e c t  
to cons iderab le  unc e r t a inty . 

Petr o l eum Demand 

The e s t ima te  o f  demand is from a repor t pub l i s hed by the I PAA 
in October o f  1 9 7 3 . The s e  proj ec t i ons are the  b e s t current 

2 1 



as s es sment o f  wha t  demand would have b e en under  no rmal cond i t ions . 
The t o t a l  for al l produc t s  i s  1 9 . 8  mil l i on barr e l s  p e r  day in the 
f i rs t quart er and 1 7 . 5  mi l l ion barrel s  p er day in the s econd quar ­
ter . They r ep r e s ent a b enchmark . aga ins t whi ch the e ffect s  o f  the 
embargo can b e  measured . 

Supp ly/Demand Balanc e s  

NoPm a l P re - Embargo Cond i t ions 

The p r e - den i a l  supp ly/ demand b a l anc e fo r t he t o t a l  Uni ted  
States  for the  fir s t  and s econd quarters 1 9 7 4  ar e s hown in Tab l e 6 .  
The figur e s  ar e t aken from the IPAA Octob er 1 9 73 report  and a s s ume 
no rmal demand - - i . e . , no vo luntary or mandat o ry consump t ion re ­
s tr a ints  and no rmal s upp ly quant i t i e s . Imp o r t s  were exp e c t ed to 
b e  7 . 5  mi l l ion b arr e l s  per  day and 7 . 0  mi l l i on barr e l s  per  day dur ­
ing the f i r s t  and s e c ond quarter , respect ive ly . I nventory drawdown 
was exp ected to  b e  93 9 thous and barr e l s  pe r day in the firs t quar ­
ter , and an inventory bui ldup o f  7 63 thous and b ar r e l s  p e r  day wa s 
expected in the s econd quart er . 

Demand 

Domestic 
Export 

Total Normal Demand 

Domestic Supply 

Crude 
NGL 
Processing Gain and Other 

TABLE 6 

NORMAL 1 974 SUPPLY/DEMAND BALANCE 
(Thousand Barrels per Day) 

First 
Quarter 

1 9,575 
21 3 

1 9,788 

9, 1 28 
1 ,725 

520 
Inventory Drawdown ( Buildup) 939 

Subtotal 1 2,31 2 

Imports 

Crude 3,7 1 3 
NG L 1 35 
Unfinished Oils 1 40 
Products 3.488 

Subtotal 7,476 

Total Supply 1 9,788 

Source: I PAA Report (October 1 973). 

2 2  

Second 
Quarter 

1 7,324 
22 1 

1 7,545 

9,062 
1 ,725 

5 1 9  
(763) 

1 0,543 

3,892 
1 32 
1 60 

2,8 1 8 

7,002 

1 7,545 



TABLE 7 

EMBARGOED 1 974 SUPPLY/DEMAND BALANCE * 
(Thousand Barrels per Day) 

Demand 

Domestic 
Export 
Added Offshore Military Demand 

Total Adjusted Normal Demand 

Domestic Supply 

Crude 
NGL 
Processing Gain and Other 
Normal I nventory Drawdown ( Buildup) 

Subtotal 

Average Import Estimate 

Crude 
NGL 
Unfinished Oi ls  
Products 

Subtotal 

Total Supply 

Shortfall 

First 
Quarter 

1 9,575 
21 3 
295 

20,083 

9, 1 28 
1 ,725 

473 
939 

1 2,265 

2,450 
1 30 
1 05 

2,465 

5,1 50 

1 7,41 5 

(2,668) 

* I ncludes added military demand which had been suppl ied from offshore pre-embargo. 

G�o s s  Supp ly/Demand Sho r t fa l l  Under  Import  Emb argo 

Second 
Quarter 

1 7,324 
22 1 
295 

1 7,840 

9,062 
1 ,725 

476 
(763) 

1 0,500 

2,51 0 
1 30 
1 05 

2,31 -0 

5,055 

1 5,555 

(2,285) 

The g�o s s  s ho r t fal l s  ( d i f fe renc e b e twe en adj us t e d  normal d e ­
mand and embar go ed supp ly) are shown fo r t h e  fi r s t  and s econd quar ­
ter s  in Tab l e  7 .  Thi s  to tal  U . S .  supp ly/ demand s ho r t fa l l  i s  cal ­
cul ated for the firs t two quarters  o f  1 9 7 4  bas ed on  the fo l l owing 
assumpt i ons : 

• Import leve l s  reflect  a cont inuing Arab emb argo . 

• Demand wi l l  b e  normal . 

• Invent o r i e s  wi l l  be  drawn down in the usual h i s tor i c a l  
amounts  per IPAA pro j e c t i on for the t ime o f  year . 

• No added  domes t ic crude produc t io n  i s  as sumed over that 
us ed in the normal supp ly and demand b a l anc e • 
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• Added .mi l it ary demand o f  2 9 5  thous and b ar r e l s  p er d ay 
o c c as ioned by l o s s  o f  fo r e i gn supply i s  included in demand . 

Under thes e as sump t i ons , a gro s s  sho r t fal l o f  2 . 7  mi l l ion b a rr e l s  
per day i s  s een fo r the fi rs t quarter and 2 . 3  mi l l i o n  b arr e l s  p e r  
day fo r the s econd quar t er . 

OPT IONS AVA I LABLE TO OVERCOME I ND I CATED SHORT FALL 

Increas e in  Supp ly of Pe tro l eum from Dome s t i c  Sourc e s  

The NPC es t ima ted ( I nterim Rep o r t , July 1 9 7 3 , and Supp l emental  
Report , Novemb er 1 5 , 1 9 7 3 )  the incremental vo lume of  o i l  and gas  
pro duct ion p o t ent i a l ly ava i l ab l e  from ex i s t ing dome s t i c  f i e l ds 
above maximum effic i ent rat e s  and from Naval P r o duc t i on Res erves 
(NPR ' s ) . To date , none has b een real i z ed and , in the ab s ence o f  

Congres s ional action ( fo r  NPR ' s ) and s t ate ac t ion ( fo r  o ther f i e l ds ) , 
no added dome s t i c  s upp ly i s  cons idered to b ecome ava i l ab l e  to over ­
come t he s ho r t fa l l  dur ing the firs t or s e cond quar t e r s . 

Reduc t i on in P etro l eum Demand 

In the Novemb er report , the NPC s ugge s t ed  s ever al  means to r e ­
duce the Nat i on ' s  demand fo r p e t ro l eum .  The s e  means are o f  two 
general  typ e s : convers i on o f  equipment to  us e energy s ourc e s  o ther 
than p e tro l eum and reduc t i on in the us e of p e t ro l eum .  

Convers ion to Other Ener gy Sources  

C apab i l i t i e s  were  demons t rated in  the  Novemb er report for  con­
vers i ons o f  o i l  to  other  energy s ource s . Whi l e  the Comm i t t e e  was 
no t overly op t imi s t i c  that thes e convers i ons wou l d  be r e a l i z ed ,  
the potent i a l  was shown to  b e  2 5 0  thous and b arr e l s  p er day t o  coal 
and 1 5 0  thous and b arrel s per day to gas , with a smal l add i t i onal 
amount attr ibutab l e  to  the potent i a l  for increas ed ut i l i z a t i on o f  
nucl ear fue l s . Currently , about 7 5  thous and b a rr e l s  p er day o f  
th i s  po t ent i a l  has b een conver ted , and the Comm i t t e e  b e l i eves  1 0 0  
t o  1 2 5  thous and barre l s  p e r  day (almo s t  a l l  o i l  t o  c o al i n  e l e c t r i c  
ut i l i t i es ) to b e  real i s t ic l imit  of  convers i ons dur ing t h e  f i r s t 
ha l f o f  1 9 7 4 . Th is  i s  no t to  s ay ,  however ,  tha t  the p o t ent i a l  no 
long er ex i s t s . B a s e d  upon the exper i ence o f  conve r s i ons to  dat e , 
the maximum expected  l eve l o f  2 5 0  thous and barre l s  p er day o f  coal  
convers ion wi l l  not b e  reached unt i l  the  fourth quar t e r  of  1 9 7 4 . 
There i s  l i t t l e  l ik e l iho o d  that actual convers i ons c an b e  exp anded 
beyond the 2 5 0  thous and b arre l s  p er day l eve l . P o tent i a l  conve rt i ­
b i l i ty has no t b e en real i z ed b ecaus e e l e c t r i c  ut i l i t i e s al ong the 
Eas t Coas t have exp e r ienc e d  prob l ems in swi tching to  c o a l  due t o : 

• Inab i l i ty to  acquire  coal  supp l i e s , bo th l ow -.s u l fur and 
high- s ul fur 

• Transportat i on bott l enec ks 

2 4  



• Re s tr a int s imp o s ed by a i r  p o l lut ion agenc i e s  and fue l 
qua l i ty regu l at ions 

• Techn i c a l  prob l ems re l ated to conve r t ib l e  e qu ipment , such 
as phys ica l deter iorat i on o f  coal - burning and coal - hand l i ng 
fac i l i t i e s . 

Curtai lment s 

S ince i t s  creat ion on Decemb e r  4 ,  1 9 7 3 , the FEO has b e en 
charg ed with the de s i gn and imp l ementat ion o f  cons ervat ion ac t ions . 
The NPC in i t s  Novemb er report pro j ected  vo luntary s av ing s o f  1 . 6  
mi l l ion b arre l s  per day for the firs t quar t er . FEO p ro j ects  a 
s avings aga ins t normal demand o f  ab out 2 . 1  mi l l ion  b arre l s  per  day 
in the fir s t  quart er thr ough a comb inat ion o f  vo l unt ary and manda ­
tory programs . Tab l e  8 s e t s  out the two pro j e c t i ons  as we l l  as 
the FEO s econd- quart e r  pro j ect ion . For purp o s es o f  this  update ,  
the FEO pro j e c t ions have b e en us ed , wi th s l i ght mod i f i c a t i on as in ­
dicated on the tab l e . The categor i e s  of great e s t  d i ffer enc es  
are " Gas o l ine" and " O ther Produc ts . "  

The h igher FEO gaso l ine figure refl e c t s  the i r  g r eater empha s i s  
on mandatory a l locat ions than i s  a s s umed for the NPC pro j e c t i on . 
The NPC p ro j e c t e d  6 1 4  thous and b arr e l s  per  day ( 9 . 2  p e rc ent ) reduc ­
t ion p o s s ib l e  through volunt ary measures  versus the FEO app ra i s a l  
o f  9 0 0  thous and b arr e l s  p e r  day ( 1 3 . 6  perc ent ) r educ t i on . * 

The NPC did no t es t imate a reduc t i on in consump t i on  o f  LPG and 
Other Pro duc t s , as suming r equiremen t s  for indu s t ry are me t  f i r s t 
to minimi z e  the impact on the economy . 

The s e  s aving s are , however , b a s e d  on no rma l demand l eve l s  
which , i n  fact , under the current env i ronment o f  warmer - than - no rmal 
weather and increas ed  p r i c e s , may no t have b e en a t t a ined even i f  
supp l ie s  were ava i l ab l e . Al though mo s t  consumers have a l im i t ed 
ab i l i ty to adj us t the i r  fue l  consump t ion p a t t e rns ab rup t ly in r e ­
spons e to higher c o s t s , s ome near - t erm reduc t i on i n  c on s ump t i on due 
to p r i c e  effects  may occur . Ano ther cons idera t i on whi ch wi l l  tend 
to decreas e fue l  consump t i on in the ne �:t s everal  months i s  the ex­
pected  low rat e o f  inc r e a s e  in  real  GNP . I n  fac t , i f  indus t r i a l  
produc t i on decreas e s , a s  many fo rec as ters  exp ec t , p o t ent i a l  p e tro ­
leum demand would further dec l ine b e l ow the norma l l eve l s  pro j ected 
in  the  IPAA b a l ances . 

Comb ined Demand Reduct ions  

The  ant i c ipated total  p e tr o l eum demand re duc t ions from cons er ­
vat ion and cur tai lment act ions from the NPC Novemb e r  r epo r t  and the 

* The FEO r eported tha t gas o l ine consump t i on r educ t i o n  for 
January was 8 . 6  percent , or  l e s s  than 6 0 0  thous and b arre l s  per day . 
Data avai l ab l e  by m i d - February ind i c ate that d e s ired  r e duc t i ons ar e 
now occur ing , but that in o rder for the f i r s t quar t er t o  average 
9 0 0  thous and b arre l s  per  day , reduc t i ons  in the l a s t  ha l f  of the 
quarter wi l l  have t o  b e  mo re s evere than tho s e  now b e ing  a t t a ined . 
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FEO (mo d i f i ed)  programs are deta i l ed on Tab l e 8 .  For  the f i r s t 
quarter the two p ro j ect ions to tals  are reas onab ly c l o s e - - 2 . 0  mi l l ion 
bar re l s  per day fo r the NPC pro j ec t i ons versus 2 . 3 mi l l ion b a rr e l s  
p er day for the FEO . However , the FEO ' s  l ower convers i on amount 
( 2 0 0 , 0 0 0  barre l s  p e r  day) now app ears  c l o s er  to what i s  b e ing 
achi eved , but it is s upp l ement ed by the hi gher than NPC c ons erva t ion 
reduc t i ons whi ch the FEO achi eve s through mandatory supp ly a l lo c a ­
t ions . 

The FEO cur tai lment proj ect ions are c ompared wi t h  exp ected  
normal d emand in  the  f i r s t and s econd quart e r s  of  1 974 , and al s o  
wi th actual demand i n  1 973 , on Tab l e  9. 

ADJUSTED SUPPLY/DEMAND BALANCES  (AFTER DEMAND REDUCT I ONS ) 

The impact o f  the cons tra ined demand on the supp ly/demand 
b a l ance for the fir s t  two quarters of 1 974 i s  s hown on Tab l e  1 0  
and i s  bas ed on the fo l l owing as sump t i ons : 

• Impo rt  l eve l s  r e l fect a cont inu ing Arab embargo . 

Conservation Measures 
Gasoline 
Jet Fuels 
Distillate Fuel Oil 
Residual Fuel Oil 
Other Products 

Subtotal 

Conversion Measures 

Oil to Coal 
Oil to Gas 
Utilities Wheeling and 

Base Loading 

Subtotal 

Total Curtailment 

TABLE 8 

1 974 DEMAND R EDUCTI ONS 
(Thousand Barrels per Day) 

NPC* 

61 4 
257 
344 
365 

1 , 580 

250 
1 50 

400 

1,980 

First Quarter 

FEO (Modified)t 

900 
1 65 
500 
1 75 
366 

2, 1 06 

1 00 

1 00 

200 

2,306 

* NPC, Supplemental Interim Report, ( November 1 5, 1 973) . 

Second Quarter 

F EO (Modified)t 

900 
1 65 

50 

366 

�.481 

1 00 

1 00 

200 

1 ,681 

t Federal Energy Office Report 74-1 dated January 2 ,  1 974, modified to reflect reduction of 35 thousand barre ls per 
day for jet fuels reflecting the impact of special al locations on the reduction; and 30 thousand barrels per day for "other" 
in both quarters (to reflect l ower crude runs and therefore lower "other" product production than earlier considered) .  
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N I --...,J 

1 974 
Adjusted 

Product Normal --
Motor Gaso l ine 6,633 

Aviation Fuels 1 ,325 

Middle Disti l l ate 4, 694 

Residual 3,694 

LPG and L R G  1 ,876 

Other Products 1 ,861 

Total 20,083 

TABLE 9 

ESTI MATED U.S. DOMESTIC D EMAND FI RST HALF 1 974 

(Thousand Barrels per Day) 

First Quarter 

1 974 
1 974 1 974 1 973 Adjusted 

Reduction* Constrained Actualt Normal 

900 5,733 6,355 7, 1 63 

1 65 1 ' 1 60 1 ' 1 1 4  1 ,305 

500 4, 1 94 4,220 2,927 

375 3,31 9 3,241 2 ,906 

1 96 1 ,680 1 ,784 1 ,3 1 5 

1 70 1 ,69 1 1 ,773 2,224 

2,306 1 7,777 1 8,487 1 7,840 

* F EO measures with NPC adjustments (see Table 81 . 

t Source: Bureau of Mines. 

Second Quarter 

1 974 1 974 1 973 

Re duction Constrained Actualt 

900 6,263 6,840 

1 65 1 , 1 40 1 ,098 

50 2,877 2,7 1 1  

200 2,706 2,560 

1 96 1 ' 1 1 9  1 ,263 

1 70 2,054 2 , 1 05 

1 ,681 1 6, 1 59 1 6,591 



• Demand wi l l  b e  cons tra ined by the announced a c t i ons o f  the 
of the FEO . (Addi t i onal demand reduc t i ons - - a s  r equi r e d  to 
b a l ance in the s econd quarter - - are  a s s umed to  be t aken in 
mo tor gas o l ine . )  

• I nvento r i e s  wi l l  b e  drawn down to  min imum h i s t o r i c a l  l eve l s , 
as  requ ired . 

• No added dome s t i c  crude produc t ion i s  a s sumed over that 
us e d  in the no rma l supp ly/ demand b a l ance . 

• Adde d  m i l i t ary demand o f  2 9 5  thous and b arr e l s  p er day 
o c c a s i oned by l os s  of fore i gn s upp ly is inc luded  in demand . 

Added Reduct i ons 

The maj o r  po int to  b e  made by Tab l e  1 0  i s  tha t  the f i rs t quar ­
ter can b e  es s ent i a l ly b a l anced , but demand in the s ec ond quarter  
mus t  b e  cur ta i l ed by a sub s tan t i a l ly g r e a t e r  amount (over  4 0 0  
thous and barre l s  per  day) than now p l anned . 

Invento r i es 

In  prepar ing the pro j ected  supply/ demand b a l anc e , i t  was 
as sumed that a l l  ava i l ab l e  invent ory o f  part icular p roduc t s  woul d  
be  consumed c ons i s t ent wi th exp ected imports  and l im i t a t i ons o f  
ref inery y i e l d  flexib i l i ty . In o ther wo rds , demand fo r a l l produc ts 
s houl d equal the sum of new produc t i on , import s and ava i lab l e  
inventory . 

Ava i l ab l e  invent o ry i s  defined a s  tha t amount whi ch exc e eds  
the  minimum his tor i c al l eve l (MHL) fo r a g iven date - - the l eve l 
needed t o  ma intain oper a t i ons wi thout di s l o ca t i ons  o r  s p o t  s ho r t ages . 
The minimum h i s t o r i c a l  l eve l s  have b e en t aken as  the l owe s t obs erved 
inven to r i e s  as pub l i s hed by the Bureau of Mines at a part icu l ar 
dat e  in rec ent h i s t o ry .  MHL i s  not s imp ly d e termined for s evera l 
reas ons : ( 1 )  on an indus t ry b a s i s , a l l  compani es a r e  no t neces s ar ­
i ly i n  the s ame phys i c a l  op erat ing s i tuat i o n  a t  t he s ame t ime ; 
( 2 )  no surveys are ava i l ab l e  to  ver i fy the adequacy o f  the MHL ' s  
us ed ; the low fi gur e c ould we l l  have b een an excep t i onal  l eve l 
(due to  weathe r , fo r examp l e )  tha t  was s o on changed and d o e s  no t 
repre s ent a sus tainab l e  l evel ; and ( 3 )  demand has  grown wh i c h  s hould 
no rmal ly requi r e  incre as ing invent o ry l eve l s . Thi s fac t o r  has b e en 
i gnored . I t  i s  known , however,  that at the l owe s t MHL ' s  us ed  fo r 
gas o l ine and mid d l e  d i s t i l la t e s  spo t s hort a g e s  actua l ly o c curre d . 
Accord ing ly , the MHL ' s  sug ges t ed ar e cons idered to b e  on the l ow 
s ide and ihould  no t b e  int ent i onal ly reached . The p e r t inent f i gures 
are s e t out in Tab l e  1 1 . MHL ' s  have b een e s tab l i s hed fo r D e c emb er 
3 1 , March 31  and June 3 0 . The l eve l s  vary among  the months b e c aus e 
o f  s eas onal bu i ldup . The lowe s t  l eve l s  fo r each fue l are a s  pub ­
l i s hed in the Novemb e r  1 5  report , excep t  tha t  the midd Z e  di s ti Z Z a te 
category has b e en inc reas ed  by 1 5  mi l l ion barr e l s  to  r e f l ec t  the 
incl us ion of kero s ine  to the catego ry . 
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TAB LE 10 

ADJUSTED 1974 SUPPLY/DEMAND BA LANCE 
(Thousand Barrels per Day) 

Demand (Constrained) 

Domestic (Constra ined) 
Export 
Added Offshore M i l itary Demand 

Total 

Domestic Supply 

Crude 
NG L 
Processing Gain and Other 
Inventory Drawdown (Bui ldup) 

Subtotal 

Average I mport Estimate 

Crude 
NG L 
U nfin ished Oi ls  
Product 

Subtotal 

Total Supply 

Additional Demand Reduction 

F irst 
Quarter 

1 7,269 
2 1 3 
295 

17,777 

9, 1 28 
1 ,725 

473 
1 ,30 1  

12,627 

2,450 
1 30 
1 05 

2,465 

5,150 

17,777 

0 

Second 
Quarter 

1 5, 643 
221  
295 

16,159 

9,062 
1 ,725 

476 
(572) 

10,691 

2,5 1 0  
1 30 
1 05 

2,31 0 

5,055 

15,746 

41 3 

As o f  Decembe r  3 1 , 1 9 7 3 , res idual fue l o i l  l eve l s  wer e at MHL ; 
gasol ine was 4 . 3 m i l l i on barr e l s  ab ove MHL ; and midd l e  d i s t i l l ates  
we re about SO  m i l l ion b arr e l s  over minimum . G as o l ine s t ocks r e ­
flect  the re sul t s  o f  demand cons ervat i on me asur e s  and l arger  than 
expected  import s ; the amount over MHL , howeve r , r ep r e s ent s l e s s  
than one day ' s consump t ion , o r  only 0 . 7  p e rcent o f  f i r s t - quarter  
demand . With no  added gas o l ine demand redu c t i ons above the  9 0 0  
thous and b arre l s  p e r  day as sumed by FEO , g a s o l ine invent o r i e s  a s  o f  
June 3 0  would by 3 7 . 1  mi l l ion barr e l s  unde P MHL , as s uming the 
total supp ly s ho rtage  in the s econd quar ter is t aken in g a s o l ine . 
I t  wi l l  r equi r e  fur the r demand reduc t i on o f  4 1 3  thous and b arre l s  
per day t o  keep invent o r i e s  above MHL . The m i dd l e  d i s t i l l a t e s  l eve l 
as o f  Decemb er 3 1  r e f l ec t s  max imi z at i on o f  r e f inery runs t o  d i s ­
t i l l ate s , warmer weather and l arger  than exp e c t e d  impo rts . Al though 
the S O  mi l l ion b arr e l s  ove r MHL repres ent s about 1 1  days consump t ion 
and i s  ab ou t 12  percent of f i r s t  quarter demand , i t  i s  requ i r e d  to 
compens at e  in the s econd quarter for the exp e c t ed inab i l i ty of the 
re finery sys tem to rebu i ld  inventor i e s  fo r the 1 9 7 4 - 1 9 7 S  heat ing 
s e ason . The pro j e c t e d  June 3 0  l eve l is at MHL . 
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TABLE 1 1  

PETROLEUM I NVENTOR I ES I N  THE U.S. 
(Mill ions of Barrels) 

Month Ending 

Motor Gasoline 

6 Year Low-Minimum Historical Level 

Actual/Projected (Constrained Demand) 

Middle Distillates* 

6 Year Low-Minimum Historical Level 

Actual/Projected (Constrained Demand) 

Residual Fuel Oil 

6 Year Low-Minimum H istorical Level 

Actual/Projected (Constrained Demand) 

* I ncludes Disti l late Fuel Oil  and Kerosine. 

December 
1 973 

204 

208.3 

1 73 

223.8 

53 

52.9 

March 
1 974 

208 

208 

1 1 5  

1 26 

40 

40 

June 
1 974 

1 95 

t 

1 47 

1 47 

46 

46 

t If the additional 41 3 thousand barrels per day of demand reduction is taken in gasoline ( 1 ,31 3 thousand barrels  per day 
total gasol ine reduction) closing inventory is projected at 1 95 mill ion barrels. If no product demand reductions are made and 
gasoline inventory is used to meet supply as necessary, then closing gasoline inventory is projected at 1 58 mi l l ion barrels-a 
level that is believed to be not operable. 

Source: Bureau of Mines except API for figures at December 31 , 1 973. 

Re finery Op erat ions 

Unt i l  crude o i l  imports  re turn to e s t imat ed pr e - emb argo l eve l s , 
U . S .  r e f ining c ap a c i ty wi l l  no t b e  ful ly ut i l i z ed .  Th i s  cond i t i on 
wi l l  preva i l  b e c aus e o f  the inab i l i ty to  ob t a in any s ign i fi c ant 
vo lumes  o f  add i t i onal crude o i l  in the short  t e rm from dome s t i c  
produc tion , invento r i e s  or  non - embar goed fore i gn s ourc e s . 

Re finery y i e lds for part i cu l ar produc t c a t e go r i e s  are a funct ion 
no t  only of the character is t ic s  and t e chnic a l  l im i ta t i on s  of exi s t ing 
refinery f ac i l i t i e s  but al s o  o f  a numb er o f  other c r i t e r i a : s at i s ­
fying current demand and provid ing for future s eas onal inventory 
needs , conforming t o  a c omp l ex mix o f  product spec i f i ca t i ons and 
comp ly i ng wi th government direct ive s whi l e  oper a t ing a s  e ff i c i ent ly 
and as economi cal ly as p os s ib l e . Ther e fore , for making a s upply 
b a l anc e , i t  i s  de s ir ab l e  t o  ho ld  proj e c t e d  r e finery yi e ld s  wi thin 
or near the l im i t s  of recent h i s torical  c ap ab i l i ty .  

GROS S SHORTFALL AND BALANC I NG STEPS - - MAJOR PRODUCT CATEGORY BAS I S  

T ab l e  1 2  s ummar i z es the firs t and s ec ond quarter 1 9 7 4 gros s 
s ho r t fa l l  by maj o r  produc t c at e gory and the s t eps that could b e  

3 0  



VI . 
.... 

TABLE 1 2  

GROSS PRODUCT SHORTFALLS AND BA LANCING STE PS  
(Thousan d Barrels pe r  Day) 

Gross Shortfalls Balancing Steps 

First Quarter 1 974 Additional Refinery 
Adjusted I nventory Yie ld  
Normal Gross Drawdown I ncrease- Deman d 

Products Demand* Supplyt Shortfal l  (Bui l dup):t: (Decrease) Reductions 

Motor Gasol ine 6,635 6,056 577 54 (377) 900 

Aviation Fuels 1 ,325 989 336 58 1 1 3 1 65 

Middle Disti l l ates 4,694 4,01 9 675 360 ( 1 85) 500 

Residual Fuel 3,694 2,842 852 28 449 375 

LPG & LRG 1 ,876 1 ,791  85 ( 1 1 1 ) - 1 96 

Other Products § 1 ,861 1 ,7 1 8  1 43 ( 27) - 1 70 

Total 20,083 1 7,41 5 2.668 362 0 2,306 

Secon d Quarter 1 974 

Motor Gasol ine 7 , 1 63 6,476 687 39 (665) 900 

Aviation Fuels 1 ,305 975 330 3 1 62 1 65 

Middle Disti l l ates 2,927 2,525 402 1 50 202 50 

Residual  Fuel 2,906 2,387 5 1 9 1 8  301 200 

Lf)G & LRG 1 ,31 5 1 ,262 53 ( 1 43) - 1 96 

Other Products § 2,224 1 ,930 294 1 24 - 1 70 

Total 1 7, 840 1 5, 555 2.285 1 91 0 1 ,681 

* Based on I PAA October 1 973 projection plus additional offshore mil itary demand. 

t I PAA October 1 973 projection wi th N PC estimates of i mports. 

:t: I ncludes adjustment for inventory opening and closing. 

§ I ncludes crude, condel'1sate and losses. 

II I ndicates need for added demand reduction (reduction shown here as gasol ine) . 

Net 
Shortfal l  

0 

0 

0 

0 

0 

0 

0 

4 1 3 

0 

0 

0 

0 

0 
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t aken t o  re - b al anc e the sys tem . * The s tep s inc lude abno rmal in ­
vento ry change s ,  re finery yi e l d  chan g e s  and demand reduc t i on s . De ­
mand reduc t ions are the e s s ential  b a l anc ing s tep after maxim i z ing 
the o ther al ternat ive s . The add i t i onal d emand reduc t i on o f  4 1 3  
thous and b arre l s  per  day i s  s hown i n  mo tor  gas o l ine a s  one method 
of achi eving a b a l ance . Thi s  me thod was us ed  only t o  d i s p l ay the 
prob l em . There may very we l l  b e  l es s  d i s rupt ive r e duc t i ons that 
could be made in o ther produc t s . 

Abno rmal I nvent o ry C hange s  

I n  the f ir s t  quarte r ,  maj o r  product invent o r i e s  a r e  drawn 
down by 3 6 2  thous and b arre l s  per  day mor e  than no rmal drawdown 
proj e c t e d  by the I PAA , inc luding adj us tments o f  s tart ing inventory 
di fferenc e s . Th i s  drawdown i s  made p o s s ib l e  by the hi ghe r - t han ­
exp e c t ed Decemb er 3 1 , 1 9 7 3  inventory . In  the s e cond quart e r , 
gas o l ine , avi a t i on fue l  and o ther p ro duc t s  are  drawn down more 
than no rma l . Mi dd l e  di s t i l lates  and re s i dua l fue l o i l  invent o r i e s  
are bu i l t  to MH L  o n  June 3 0  in prepara t i on for t h e  1 9 7 4 - 1 9 7 5  wint er 
s eason . 

Re finery Yi e l d  Change s  

T o  a i d  in b al anc ing t h e  sys tem by maj o r  produc t s , r e a sonab l e  
refinery y i e l d  chan g e s  (wi thin h i s tor ical  l imi t s ) are a s s umed . 
In the firs t quart er , gas o l ine and middl e d i s t i l l a t e s  ar e reduced  
to make add i t ional j e t fue l  and res i dual  fue l  o i l . I n  the  s e cond 
quarter , gaso l ine y i e l d  i s  reduced to make add i t i onal j e t fue l , 
middl e d i s t i l l at e s  and res i dual fue l . Some o f  the s e c hang e s  may 
be accomp l i s hed outs i d e  o f  the refiner i e s  by s ub s t i tut ing middl e 
dis t i l lates  for r e s idua l fue l  o i l , for examp l e . 

Demand Reduc t i ons 

The demand reduc t i ons are the mod i fi e d  FEO es t imat e s  a s  o f  
the end o f  J anuary . However , demand in the s econd quar t e r  mus t b e  
reduc ed i n  exc e s s o f  the FEO reduct i ons i n  order t o  b a l ance  the 
sys t em . As d i s cus s ed previous ly , the demand reduc t i ons are s hown 
in mot o r  gas o l ine f o r  i l lus trat ive purpo s e s . 

* I nc ludes  mi l i t ary demand and normal invent o ry e ffe c t s . 
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Chap te r Th re e 

SENS I T I VI TY FACTORS FOR 1 9 7 4 

I t i s  extreme ly di fficul t in any di s cus s i on o f  s upp ly/ deman d 
balanc es  fo r future p e r i o ds to make s ingle , fixed e s t ima t e s  due to 
the vas t numb e r  of var i ab l e s  invo lved  in s uch c a l cul a t i ons . The 
. computa t i on o f  the s e  b a l ances neces s ar i l y  i s  b a s e d  on many unde r ­
lying as s ump t i ons . The fo l l owing i s  a dis cus s i on o f  the s e  s ens i ­
t ivi ty fac tors  wh i ch coul d al t e r  the bas e as s ump t i on s , and thus 
the s upp ly/ deman d b al ances , fo r the firs t and s e cond quar ters  o f  
1 9 7 4 . 

DEMAND SENS I T I VI T I E S  

Demand fo r crude o i l  and pe tro l eum p ro duc t s  i s  s ens i t ive to 
many fac tors . Th e fo l l ow ing is an examinat i on of s ome of the mo re 
pert inent var iab l e s that  may influence demand dur ing 1 9 7 4 . 

We a t h er wi l l  b e  a maj or  cons i de ra t i on , p a r t i cularly during 
the firs t quarte r of 1 9 7 4 , in the requir eme n t  fo r he a t ing fue l s . 
Dur ing the fourth quarter  o f  1 9 7 3 , temp e ra ture s we re cons ide rab ly 
ab ove normal , thus reducing he a t ing fuel deman d during the p e r i o d . 
Normal temp era ture ave rage s fo r the en t i r e  he a t ing s e as on woul d 
indi cate b e l ow - no rmal temp e ra tur es fo r the rema inder o f  the s eas on , 
re s ul t ing in an in c reas e d  demand fo r dis t i l l a t e s  and re s i dua l fue l 
o i l  o f  ab out 3 0 0  thous and b arre l s  per day ve r s us the normal as ­
sume d in curren t e s t imates . Be low - no rmal en d - o f - s e as on t emp e r a ­
ture s woul d al s o  re s ul t i n  an incre a s e d  deman d fo r fue l p ro duc t s  
b y  e l e c t r i c  ut i l i t i e s  to generate  e l e c t ri c i ty fo r he a t ing purp o s e s . 
Convers e ly , warme r - than - no rma l we athe r in the fi rs t qua r t e r  (as  
has  b e en the exp e r i ence through mi d- Feb ruary) woul d de crease  demand 
from the normal l eve l . 

Vo l un tary aurtailments wi l l  b e  a var i ab l e  in fluence on deman d 
during the fi rs t and s e ccn d qua r te r s  o f  1 9 7 4 . Pub l i c  ac cep tanc e 
o f  energy con s e rvat i on me as ure s has b e en a maj o r  cons i de r a t i on in 
the demand re duc t ions that have oc curred s ince  the emb argo was 
ins t i tuted . I f  vo l untary cur tai lments increas e during th i s  p e r i od , 
greater  demand reduc t i ons wi l l  b e  exp e r i ence d .  S imi l a r l y , i f 
pub l i c  ac cep tance o f  conse rvation me as ures  wane s due to fa l s e  
s ecuri ty o ccas ioned b y  dis torted  reports  o f  inven to ry l e ve l s  o r  
o ther mi s rep re s enta t i ons o f  th e magni tude o f  the ene rgy p rob l em ,  
the indi cated demand re duc t i ons wi l l  no t b e  ach i e ve d . 

Manda tory go vernme n t - impos e d  a a tions wi l l  d i r e c tly influence 
demand . I t i s  e s t imat e d  tha t  a l l o ca t ion p ro g r ams an d o ther a c t i ons 
wi l l  re sul t in reduced cons ump t ion of 2 . 3  mi l l i on b ar re l s  p e r day . 
On ly l imited  exp er ience i s  avai l ab l e  on wh i ch to b as e  the va l i di ty 
o f  the s e  e s t imat e s . As p o inted  out e arl i e r , i t  i s  ve ry imp o r t an t  
that the s e  re duc t i ons b e  achieve d . 
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Con v e r s i o n  me a s ur e s  s uch as the s ub s t i tu t i on o f  gas , co a l  and 
nuc lear  fo r o i l  as an ene r gy s ource could r e s ul t  in an e s tima t e d  
re duc t i on o f  1 0 0  to 1 2 5  thous and b arre l s  pe r  day fo r the fi rs t 
ha l f  o f  1 9 7 4 . As the potent i al fo r conver s i on exceeds 4 0 0  thous and 
barre l s  p e r  day , i t  is po s s ib l e tha t  the s ub s t itut i on w i l l  b e  
gre ate r than e s t imate d ,  re s ul t ing in a r e duc t i on in o i l  demand . 
Ye t  again , the convers i on may not exce e d  the p re s en t  l eve l o f  ab o ut 
7 5 thous and b ar re l s  p er day , and thus o i l  demand woul d b e  greater 
than es t imated i n  Table 1 2 . Add i t ionally , i f  demand for natural 
gas and electr icity could be reduced and i f  these s avings could 
be  trans l at e d  into reduced o i l  demand , the s ho r t fa l l  would b e  reduced . 

Gro s s  Na t i o na l Pro dua t .  Ano the r  cons i de r a t i on wh i ch wi l l  t end 
to decre as e fue l consump t ion b e low as s ume d l e ve l s  in the next 
s eve ral months i s  the exp e c t e d  low rate of incre as e in re al  GNP . 
I t  i s  imp o s s ib l e , howeve r , to dis t ingui s h  o r  quan t i fy the fluc tua ­
t i ons in demand that re s ul t  from th i s  fac tor . 

O th e r  fa a to r s  a l s o  have a r o l e  in infl uenc ing demand l e ve l s  
for thi s  p e r i o d . The demand p ic ture could b e  dis tor t e d  b y  the 
wi thho l ding o r  de l ay in g  o f  cons ump t i on for fe ar o f  l ack o f  s upp ly , 
s uch as the de c i s ion by a cons ume r to for e go a dr iving tr ip . Vaca­
t ions , o r  o ther t r ip s , howeve r , may s imp ly be de fe rre d r a th e r  than 
cance l l ed , depending on the cons ume r ' s  future as s e s s ment o f  fue l 
s upp ly cond i t ions . 

The l e ve l s  o f  s e condary and te rt iary invento r i e s  may a l s o  
affe c t  demand . The b ui l dup and drawdown o f  the s e  inven to r i e s  wi l l  
di s to r t the demand p i c ture fo r whatever p e r i o ds in wh i ch they 
o ccur . Data are no t  ava i l ab l e  to a l l ow meaningful quan t i f i c a t ion 
of s uch e ffe c t s . 

SUPPLY SENS I T IV I T I E S  

Pe tro l eum supp l i e s  du�ing the fi rs t hal f o f  1 9 7 4  w i l l  b e  s ub ­
j e ct  to the s en s i t ivi t i e s  o f  impo rt s , add i t i onal o i l  and gas  pro ­
duc t i on and inventory management s trate g i e s . The fo l low in g  i s  an 
examina t i on o f  s ome o f  the more impor t ant  factors . 

Dome s t i a  Pro dua t i o n . Production o f  dome s t i c  crude and natural  
gas  l iqui ds i s  exp e c te d  to remain r e l a tive l y  cons t an t  a t  1 0 . 8  
mi l l ion b arre l s  per  day dur ing the firs t two qua r te r s  o f  1 9 7 4 . 
Dur ing this  p e r i o d , the poten t i a l  o f  addi t i onal crude o i l  and gas 
produc t ion co u l d  be r e a l iz e d .  The crude o i l  could be p r o duced 
from the Naval Pe t r o l eum Re s e rve s and a l imite d numbe r  of l arge , 
h i g h - qua l i ty fi e l ds by temporar i ly op erat ing the s e f i e l ds a t  rates  
in  exce s s  o f  the i r  MER ' s .  Temporary eme rgency pro duc t i on can have 
l i t t l e  impact  dur ing the firs t quar ter but might contribut e  an 
ave rage o f  3 3 0  thous and b arre l s  pe r  day dur ing the s e c ond quar ter 
if  the nece s s ary a c t i ons are taken imme d i a te ly . 

I t i s  e s t imat e d  tha t  p e rhaps as much as  1 b i l l ion cub i c fe e t  
per day o f  addi t i onal gas coul d b e  produced under eme rgency incen -
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t ive s provide d by the Fe deral  Power Commi s s ion .  The comb ine d con­
tribut i on o f  addi tional o i l  and gas product ion to o f fs e t t in g  the 
ne t sho rt fal l co ul d average  5 3 0 thous and b arre l s  p e r  day dur ing 
the s e cond quarter , bo o s t ing s upp l i e s  we l l  ab ove l e ve l s  as sume d in 
th i s  repor t .  

Imp o r ts . E s t imate d  imports  dur ing the f i r s t two quar t e r s  o f  
1 9 74  wi l l  b e  s ub j e c t  to vari a t ions dep ending o n  the e ffect i vene s s  
o f  the emb argo and the ab s o lute l e ve l s  o f  p r o duc t i on cutbacks . 
Impor t e s t imate s  range b e tween app roxima t e ly p l us or  minus 1 0  p e r ­
cent i n  the firs t and s e cond quar te r 1 9 74  s upp ly and demand b a l ­
ances . 

B e caus e o f  the vo l a t i l i ty o f  the s i tuat i on in the Mi ddl e E as t ,  
no s ingl e  e s t ima te i s  imp l aus ib l e ; thus , the ave rage fi gur e s  us ed  
in  th i s  report  do  no t ne c e s s ari ly re fl e c t  a mo s t  li k e ly s i tua t i on . 
I n add i t ion , the rat i o  o f  the crude o i l  to product s  w i l l  a l s o  
affe c t  the s ens i t ivi ty o f  import  supp l i e s . 

I t  s houl d al s o  b e  no t e d  that future imp o r t  l e ve l s  may b e  in ­
fluenced by U . S .  Gove rnment po l i c i e s  in two areas : ( 1 )  the maximum 
price o f  imported  crude o i l that may b e  permi t te d  to p a s s  through 
into re fined produc t p r i c e s , and ( 2 )  pos s ib l e future de termin a t i on 
o f  the to tal  amount o f  money that  the Uni t e d  S t a t e s  may b e  wi l l ing 
to sp end on p e tr o l eum impo r t s . 

Imports  wi l l  a l s o  b e  dep endent on the durat ion o f  the emb a rgo . 
Th i s  cons ide rat ion is  b a s e d  upon int e rna t i onal  p o l i t i cs and gove rn ­
ment po l i ci e s ; and impor t leve l s  wi l l  vary according ly . The end 
of the emb argo , a s s uming it is accompan i e d  by an incr e as e in Arab 
o i l  produc t ion , w i l l no t b e  transmit ted into an imme diate  increas e 
in supp ly l eve l s  in the Uni t ed States  fo r two main reas ons . F i r s t , 
o i l  s hipped from the Pe r s i an Gul f wi l l  r e quire  over 3 0  days to 
reach the Un i t e d S t a te s , and the t i me requir e d  to mo ve s h ip s  to the 
Pers ian Gul f ,  l o ad and dis char ge ve s s e l s  may a l mo s t doub l e  th i s  
time . Se cond , produc t imports  t o  the Un i t e d  S t ate s de r i ve d  from 
embargo e d  crude requi re addi t i onal  t ime for re fining and a s s o c i ­
ate d  inte rme diate di s char ge , pro ce s s ing ,  l o ading and s hipment on 
the way to  the Un ited  S tates . Al l s tocks r e a ch in g  the Un i t e d  
S tate s  mus t  b e  handl e d  one or mo re  time s  b e fore  re ach ing the con ­
sume r . Cons equently , the emb argo ' s  e ffe c t  wi l l  l as t s ub s t an t i a l ly 
beyond i t s  l i ft ing date . 

Undoub t e dly , the increas e in repor ted  imp o r t s  w i l l  b u i l d  
gradual ly , i n  a manne r s imi l ar to the fa l l  o f  impo r t s , rather than 
an ab rup t  s ur ge upward .  Rep l en i s hment o f  o ffshore invento r i e s  w i l l  
cont ribute t o  s uch a damp ening o f  import  increas e .  Thus , the 
t iming o f  the end o f  the embargo wi l l  be an i mp o r tan t  factor  in 
any computa t ion of s upp ly l eve l s . 
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Chap t e r  Four 

IMPACT O F  O I L  I MPORT I NTERRUPT I ONS ON THE NAT I ONAL E CONOMY 

The Novemb e r  NPC app ra i s a l o f  the p o t en t i a l  imp ac t  o f  ene rgy 
shortage s on GNP and emp l oyment cons i dered  a p o s s ib l e  deni a l  o f  up 
to 3 mi l l ion b arre l s  pe r day . Th i s  i s  s t i l l  repr e s entat i ve o f  the 
order o f  magn i tude of p o s s ib l e  pe t ro l eum sho r t a g e s  fo r the t ime 
p e r i o d  cons i dered in th i s  repo r t . Neve rthe l e s s , i t  s ho ul d b e  
no ted that  the e s tima te  o f  economic di s l o ca t i on pr es ented e ar l i e r 
as sume d general ly l e s s  e ffe c t ive cons e rva t i o n  me a s ures  and al l o c a ­
tion p o l i c i e s  than have b e en adop t ed and n o  incre as e i n  the real  
price o f  fue l s . I n fac t , mo derate ly e ffe c t i ve cons erva t i on and 
al l o cat ion act ions have b e en taken . Fur thermore , pe tro l e um p r o d ­
uc t p r i ces  have ri s en - - in l arge p ar t  due to quadrup l ing o f  crude 
o i l  prices  by produc ing count r i e s , b ut al s o  dome s t i ca l ly as r e ­
qui re d t o  cal l fo r th economi cal ly mar ginal produc t i on and t o  
s t imul ate addi t i onal exp l o ration . The s e  p roduc t p r i ce r i s e s  h ave 
contr ibuted to the ob s erve d reduc t i on in ene r gy demand from 
earl i e r  forecas t s . The r e fore , the economi c di s l o ca t ion e f fe c t s  o f  
fue l s hor tage s are now expe cted to b e  s omewh a t  l e s s  s eve re . 

I n  add i t ion to direct  reduc t i ons in e conomi c ac t ivi ty re s ul t ­
ing from l owe r fue l de l ive r i e s - - for examp l e , cur ta i l e d s e rvi ce  
and as s o c i ated  emp l oyment reduc t i ons by a i r l ines - - there  have b e en 
important s e condary e conomi c cons equenc e s  o f  the inte rrup t ion o f  
o i l  imp o r t s . C e r t a inly the reduc tion in automob i l e  and recre a t ion 
ve hi cle manufac ture reflects  gas o l ine price  and ava i l ab i l i ty con ­
s i derat ions , and homeb ui l ding and o the r cate go r i e s  o f  cons t ruc t ion 
have been a f fe c t e d  by current fue l s upp ly prob l ems and unce r t ain 
future cond i t ions . L ayo f fs in one indus try ul t imate ly dep r e s s 
s a l e s  and emp l oyment in o ther indus t r i e s  in  a cumul a t i ve manne r 
as the e ffe c t s  spread throughout the general  e conomy . 

As s uming that cur ren t cons erva t ion and fue l a l l o ca t i on p o l i ­
c i e s  cont inue t o  b e  mo derate ly e ffe c t i ve , and p e t r o l eum s upp l i e s  
equi val ent t o  pro j e c t e d  vo lume s ar e ava i l ab l e , i t  i s  con s ide r e d  
unl ike ly that sharp ly l ower rat e s  o f  e conomi c ac t ivi ty i n  the 
Un i ted S t a t e s  or  much hi ghe r unemp l oyment r a t e s  wi l l  re s ul t  from 
energy sho rtage s . Neve rthe l e s s , if o i l  imp o r t s  are no t s ub s tan ­
t i a l ly inc re a s e d  we l l  b e fore year - end , i t  i s  tho ugh t no t p o s s ib l e  
tha t real GNP can b e  increas ed s i gni fi cant ly ab ove the cur rent 
leve l , or that unemp l oyment ra tes  in the ne i ghb o rhoo d  of 6 p e rcent 
can b e  avo i ded . 

An important potential  cons traint on p e t ro l e um imp o r t s  and 
ul t imate ly up on real  GNP i s  the imp a c t  o f  sh arp ly h i gher  co s t s  o f  
pe tro l eum imports  upon the U . S .  balance o f  payments . I t  i s  no t 
c l e ar at  th i s  time how the U . S .  economy wi l l  b e  ab l e  to me e t  the 
much gre a t e r  co s t s of p e tr o l e um impo r t s  wi thout s us t ai n ing a ve ry 
ser ious exte rnal de fic i t ,  and th e longer range co s t s o f  achi eving 
balance of payments  equi l ibrium may cons t i tute a con t inuing eco ­
nomic burden . The do l l ar out l ays fo r even the res t r i c t e d  l e ve l  

37 



o f  imports  this y e ar w i l l  re ach $ 1 8  to  $ 2 0 b i l l ion .  Pe tro l eum 
consump t ion ul t imately coul d  b e  cons trained by o ur financ i a l  
cap ac i ty t o  make p ayment for extreme ly co s tly o i l  and g a s  imp o r t s . 

The p r imary fo cus o f  thi s report  i s  upon an t i cipate d cond i ­
tions dur ing the firs t hal f o f  1 9 74 .  However , the expe c t e d  longer ­
te rm nece s s i ty o f  making maj or adj us tment s  i n  e s t ab l i shed  p e tr o ­
leum supp ly and consump t ion patterns i n  re spon s e  t o  drama t ical ly 
incre a s e d  real  p r i c e s  w i l l  resul t  in general ly l ower  p o t en t i a l  
rates o f  incre a s e s  in r e a l  GNP i n  thi s  coun try . · The  real  co s t  o f  
provi ding r e quir e d  energy s upp l i es wi l l  b e  s ub s tan t i a l ly greater 
in the future , meaning tha t more l abor  and cap i ta l  w i l l  b e  re ­
qui r e d  to provi de the s ame amount o f  energy . Moreove r ,  r e l a t ively 
l e s s  ene rgy wil l  b e  ava i l ab l e  to  s upp ort  the produc t i on of  o ther 
goods and s ervice s . Thi s  condit ion w i l l  b e  r e fl e c t e d  in l ower 
me a s ure d produc t i v i ty and s lower rates o f  re a l  economi c growth . 
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APPEND IX A 

United States Department of the Interior 

Dear Mr . T rue : 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 20240 

DEC 5 - 1912 

The United State s is  in a period of rapidly increa sing dependence on 
imported petroleum. As so cia ted with thi s dependency is the high 
risk involved to the Nation' s e conomic well-being and s e curity in 
the event the s e  ne eded, impo rted ene rgy s upplie s  are inte rrupted 
fo r any reas on. With such an alarming trend it be come s mandatory 
that the Nation' s  eme rgency preparedne s s  prog ram to insure supply 
of petroleum be improved without delay. 

Ove r the past yea r s , the Council ha s provided the Depa rtment of 
Inte rio r with many outstanding studie s which have contributed dire ctly 
to preparedne s s  fo r a national emer gency. The Council ' s  re cent 
compr ehensive energy outlook study indicate s national policy options 
which will minimize dependence on imported petroleum ove r the long 
te rm. Howeve r,  the study doe s  not examine and evaluate alte rnative s ,  
pos s ible eme r g ency actions and the re sults o f  such a ctions in the event 
of a tempo rary denial or ma rked reduction in the volume of imported 
petroleum available to the Nation during the next few yea r s  ahead. 

The Council i s  the r efo re reque sted to make a comprehens ive study and 
analysis of po s s ible eme r gency supplements to or alternative s fo r 
imported oil, natural ga s liquids and products in the event of inte r ­
ruptions to cur rent levels of imports o f  the s e  ene r gy supplie s .  Where 
po s sible , the re sults of  eme rgency mea sure s o r  a ctions that could 
be taken before or during an emerg ency under pre s ent conditions should 
be quantified. Fo r the purpo s e  of this study only, a s sume that cur rent 
levels of petrole um imports to the United State s are r educed by denial 
of (a ) 1 .  5 million barrels pe r day fo r a 6 0 �ay pe riod, and (b ) 2 .  0 
million bar rels per day for a 9 0 - day pe riod. 

Of particula r inte re st are supplements to normal dome stic s upply such 
a s :  the capability for emergency increas e s  in production, proce s s ing , 
transportation and related storage ; the ability to provide and maintain 
an emer gency storage capability and inventorie s ;  inte rfuel substitution 
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or c onve rtibility of prima r y  fuels in the maj o r  fuel cons uming s e ctors ; 
s ide effe cts of abno rmal eme rgency ope rations ; gains in s upply from 
var ying levels of curtailments , rationing and cons e rvation measur e s ; 
gains fr om tempo ra r y  relaxation of environmental r e stri ction s ; a s  
well a s  the constraint s , if any, impo s e d  by defi cient s uppo rt capa ­
bility if an extraordinary demand o c curs fo r manpower ,  mate rials ,  
a s s o ciated capital r e quirements and ope rating expens e s  due to eme r ­
gency mea s ur e s .  

Such studie s s hould b e  completed a s  s oon a s  practi cable , with at 
lea st a prelimina ry r epo rt pre s ented to me by July 1 9 7 3 .  

Mr . H. A .  T rue, Jr . 
Chairman 
National Petr oleum Council 
1 6 2 5  K S tr e et ,  N. W .  
Wa s hington, D .  C .  2 0 0 0 6  

Since r ely your s ,  

Hollis llo Dole 

Assistant S e c r etary of the Interio r 
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United States Department of the Interior 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 20240 

In Re ply Re fer to : 
MOG 

Dear Mr . True : 

In our l e t ter to you o f  December 5 ,  19 72 , we asked that the 
National Pe troleum Counci l make a comprehens ive s tudy and ana lys is 
o f  po s s ib l e  emergency supplements to or al ternat ives for imported 
o i l , natural gas l iquids and produc ts in the event of interrup­
t ions to current l eve l s  o f  imports o f  the s e  energy s upplies . We 
are p leased that the Counci l has agreed to undertake this s tudy . 

Our reques t  letter s e t  out s everal assump tions regarding petro leum 
sup p ly leve ls which we now b e lieve require c lari ficat ion . Rather 
than assuming a reduct ion in petro l eum imports to the United States 
of (a) 1 . 5 mi l l ion barre ls per day for a 60- day period , and (b) 2 . 0 
mil l ion barre ls per day for a 90-day period , i t  would b e  more us e ful 
to assume a denial of (a) 1 . 5 mi l l ion barrels per day for 90 days , 
and (b ) 3 . 0 mi l l ion barre ls per day for a period o f  6 months . I t  
is anticipated that the Commi t tee wi l l  cons ider the current and 
predicted mix b e tween crude and produc t imports in determining 
the impact o f  the as sumed denial s .  

We wi sh to rea ffirm that a pre l iminary report should b e  s ubmi tted 
by July 1 9 7 3 . 

Mr . H .  A .  True , Jr . 
Chairman 
National Petro leum Counci l  
1 6 2 5  K S tree t , N .W .  
Washingto n ,  D .  c .  20006 
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United States Department of the Interior 

I n  Rep l y Re fe r To : 
EOG 

Dea r M r .  T ru e : 

OFFICE OF THE SECRETARY 
WASHINGTON, D.C.  20240 

OCT 2 6 1973 

O n e  o f  t h e  s ce n a r i os i n  t h e  Nat i on a l Pe t ro l e um Counc i l ' s Eme rgency 
Prep a redne s s  S t u d y  cons i de r s a maj o r  i n t e r r up t i on i n  fo re i g n o i l 
s upp l i e s to the U n i ted S t a t e s  a s  of J a n u a ry 1 �  1 974 . 

Though t h i s  p h a s e  of you r S t u dy i s  nea r i n g comp l e t i on ,  recen t even t s  
h ave a d ded new u rgency t o  t h i s  scen a r i o .  The re fo re ,  I a s k  t h a t  you 
q u i c k l y d raw toge t h e r t he wo rk wh i ch you h ave accomp l i s hed rega r d i ng 
a J anua ry 1 ,  1 974 s upp l y  i n t e rrupt i on -a n d  s ubm i t i t  to t h e  Dep a r tme nt 
of t he I nt e r i o r a t  t h e  ea r l i e s t  pos s i b l e  d a t e . 

SJce re l y  you r s , 

<�-iJu . ._ CJ1fh-� ·  -·· · ;  

!' .!1 t�- . !) ., 

As s i s t an t  ��t a ry o f  t h e  l nt e � o r  

M r .  H .  A .  T rue , J r .  
C h a i rma n ,  Nat i on a l Pet ro l eum Counc i l  
l625 -K St-r-eet 1 -N .w . , S u i -te 60 I 
Wa s h i ng ton , D . C .  20006 
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The Asphal t I ns t i tute 



SUBCOMMI TTEE 
ON 

P ETROLEUM LOG I ST I C S  

CHAI RMAN 

S . E .  Wat terson , Jr . 
Manager , Tanker P l anning 
Standard O i l  Comp any of Cal i fornia  

SECRETARY 

Marshal l W .  Ni cho l s  
Economi cs  Coordinator 
Nat ional Petro l eum Counc i l  

* 

T . K . Bat eman 
Supp ly & D i s tr ibut ion Dep t . 
Texaco Inc . 

Stephen E .  Be rger , Manager 
Supp ly and D i s tr ibut ion 
Ashl and O i l , I nc . 

G l en Burk , Manager 
Mar ine Operat ions 
Union Oil Comp any o f  Cal i fornia  

* 
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COCHA I RMAN 

Dav i d  R .  Ol iver , Act ing Chie f 
O i l  and Gas  S t at i s t i cs 
Federal  Energy O ff i c e  

AS S I STANT TO THE CHA I RMAN 

D . J .  Mar s ha l l  
Corp o r at i on Comp t ro l l e r ' s  

Analyt i cal  D ivi s i on 
St andard O i l  Comp any of Cal i fornia 

* 

Rob ert  P .  L ennar t , Manager 
Transportat i on P l anning 
Amo co O i l  Comp any 

Wi l l i am H .  McCul l ough 
V i c e  Pre s i d ent 
P e t ro l eum Produc t s  
Texas Eas t ern Transmi s s ion Corp . 

J . D .  McMi l l an 
Supp ly D epartment 
Exxon Comp any , U . S . A .  



SUBCOMMI TTEE ON 
POTENT IAL PETROLEUM PRODUCTION 

CHAI RMAN 

C .  M .  Harr i s on 
Operat ions Manager 
Produc t i on Dep ar tment 
Exxon Comp any , U . S . A .  

SECRETARY 

Marsha l l W .  Nicho l s  
Economic s  Coord inator 
Nat iona l Petrol eum Coun c i l  

Char l e s  M .  Al l en 

* * 

Exp l orat ion and Produc t i on Dep t . 
Ph i l l ip s  Petrol eum Company 

Co l l i s  P .  Chand l e r , Jr . 
Pre s ident 
Chandler  & As s o c i at e s , Inc . 

G.ene F .  C l arke 
Produc ing Dep ar tment 
Southe as t Un ited  S t a t e s  
Texaco Inc . 

W .  A .  Dan i e l  
Re g i onal P l ann ing Coordinator 
Exp l orat ion and Produc t i on 
Mob i l  O i l  Corpora t i on 

T .  E .  Davi s , Director  
Na tural Gas  & Gas Produc t s  Dep t . 
Cont inental  O i l  Company 

Fl oyd R .  Dunc an , Sup e rv i s o r  
Pe t ro l eum Eng ine e r ing Se c t i on 
Produc in g  Dep ar tment 
Amo co Product ion Company 
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COCHAI RMAN 

J .  Roy Goodear l e  
As s o c iate  D i r e c tor  
U . S .  Office  o f  Oil  and Gas 
Department o f  the I n t e r i o r  

AS S I STANT TO THE CHA I RMAN 

D .  L .  McLal l en 
Sen i o r  P l ann ing Sp e c i al i s t  
Exxon Comp any , U . S . A .  

Rob e r t  G .  Jone s 
Direcor , I ndu s t ry Affa i r s  
Marathon O i l  Company 

Fr ank T .  L l oyd 
Direc tor  of Sp e c i al Pro j e c t s  
Re s e rvo i r  En g ine e r in g  Department 
At l an t i c  R i chf i e l d  Company 

Rex V .  Phe l p s  
V i c e  P r e s ident 
P l anning and Pr o j e c t s  Dept . 
Warren Pe tro l eum Comp any 

J .  W .  Powe r s  
Manager , Hydro carb on Supp l y  
Tr an s c o  Ener gy C ompany 

J .  R .  Te e l , Manager 
Re s e arch & Tec hn i cal S e rvice  
Exp l orat i on & Produc t i on Dept . 
Ske l ly O i l  Company 

Mark Wh i te 
Sen i o r  S t aff P l ann ing Spe c i al i s t  
Exp l o rat i on Div i s i on 
Sun O i l  Comp any 



SUBCOMM I TTEE 
ON 

EMERGENCY I NDUSTRY/ GOVERNMENT COOPERATION 

CHAI RMAN 

Thomas A .  Peake 
As s i s tant to the Pre s i dent 
Standard Oi l Comp any of C a l i forn i a  

COCHA I RMAN 

Pending 

John C .  Abram 
Vice Pre s ident 
Re gu l atory Affairs  

* 

Southe rn Cal i forn i a  Gas  Comp any 

E . A .  Adomat 
Exe cut ive Vice  Pre s ident 
Flor ida Power and L i ght Company 

Ro s s  Albon 

* 

Exe cut ive Vice  Pre s i dent , Operat ions 
No rthern Natur al Gas  Company 

John C .  Boehm 
Senior Vice  Pr e s ident 
Trans cont inent al Gas P ip e l ine Company 

Jo e H .  Box 
Senior Vice Pre s ident 
Mi s s i s s ipp i Power & L i ght Company 

Edward Frye 
As s i s tant to the Pres ident 
Edi s on E l ectr i c  Ins t i tute 
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SECRETARY 

Vincent M .  Brown 
Exe cut ive D i r e c t o r  
Nat i onal Petrol eum Counc i l  

* 

Dona l d  Gasp er 
D i r e c t o r  o f  E conomi c Stud i e s  
Cons o l i da t i on C o a l  Comp any 

Wi l l i am V .  Har tman 
Vice  Pre s i dent 
Peab o dy Coal Comp any 

John L .  Ke l ly 
Vice  Pre s i dent 
Supp ly and Transportat ion 
Wes t e rn Hem i sphe re  Pe tro l eum Div . 
Cont inental  O i l  Comp any 

Wi l l iam F .  Kenny I I I  
Pres ident 
Me enan O i l  C omp any , Inc . 

D . A .  Larson 
Pre s i dent 
No rthe rn Prop ane Gas Company 

Ronald  R . MacN i cho l as , D i rector 
E conom i c  and F inanc i a l  P l ann ing 
Peop l e s  Gas  Comp any 



Howard A .  P arker 
General Manager 
Consumer Commerc i a l  Market ing 
Amo co Oil Comp any 

Rob e r t  A .  P i e rpont , Jr . 

- 2 -

Manager , Who l e s al e  Fue l s  Bus ine s s  
Marke t ing Dep artment 
Exxon Comp any , U . S . A .  

Herb ert W .  S e ar s  
Vice P re s i dent 
Northe a s t Ut i l i t i e s  S e rvi ce Corp . 

Wi l l i am Sel l s  
As s i s t ant Chi e f  E l e c t r i cal Engine er 
Lo s Ang e l e s  Dep t . of Wat er and Power 
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Hugh S .  Sparrow 
V i c e  Pres'i de:Iit 
Product s  Supp ly 
Gul f O i l  Company - U . S .  

Herbert C .  Tenny 
General Manag e r  
Supp ly and D i s t ribut i on Dep t . 
Texaco Inc . 

George  W .  Whi t e  
V i c e  P r e s i dent 
Tenne s s e e Gas P ip e l ine Company 
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ADMIN I STRAT IVE AND LE GAL AUTHORI T I ES 

E conomi c S tab i l i z a t i on Ac t Amendments o f  1 9 7 3  

APPEND I X  C 

The E conomi c S tab i l i z a t i on Ac t P . L .  9 2 - 2 1 0  was amend e d  Ap r i l  
30 , 1 9 7 3 ,  and provides i n  p ar t  i n  S e c t ion 2 0 3 ( a) : 

. . .  that  in o rde r to ma int a in and p romo t e  comp e t i t ion in 
the pe tro l eum indus try and as s ure s uffi c ient  s upp l i es  o f  
petrol eum p ro duc t s  to me e t  the e s s en t i a l  ne e ds o f  var ious 
s e c t ions of  the N at i on , it  i s  ne ce s s ary to  pr ovi de fo r 
the rat i onal and equi tab l e  di s tr ib ut i on o f  tho s e  produc t s . 

A new S e c t ion 2 0 3 ( a) ( 3 ) p rovide s  that the P res i dent i s  autho r -
i z ed t o  i s s ue orders  and re gul at ions and : 

. . .  make approp r i ate fo r the e s t ab l i shmen t o f p r i o r i t � e s  
o f  us e and fo r sys tema t i c  a l l o cat ion o f  s upp l ie s  o f  pe tro ­
l eum p roduc t s , incl uding crude o i l  in o rder to me e t  the 
e s s en t i al needs  o f  var ious s e c t i ons o f  the N a t i on a�d to 
prevent ant i - compe t i t ive e ffe c t s  re s ul t in g  from the sho r t ­
ages  o f  s uch pro duc t s  . 

..jmergency Pe tro l eum Al l o c a t ion Act of 1 9 7 3  

The Eme rgen cy Pe t ro l eum Al l o c a t i on Act o f  1 9 7 3 ,  P . L .  9 3 - 1 5 9 , 
directed the Pr e s i dent to exe r c i s e  sp e c i f i c  tempor ary autho r i ty to 
de al with s hor t age s o f  crude o i l , re s i dua l fue l o i l  and re fine d 
pe tro l eum produc t s  or  dis l o ca t i on in th e nat ional d i s tr ibut ion 
sys tem . Autho r i ty unde r thi s  Ac t i s  to be exe rc i s e d  for the pur ­
po s e  o f  minimi z ing the adve r s e  impacts  o f  s uch shortages  or  d i s ­
locations on the Ame r i c an peop l e  and the dome s t i c  e conomy . The 
Act wh i ch b e came l aw Novemb er 2 7 ,  1 9 7 3 , r e qui r e s  the Pre s i dent to 
promul gate a r e gul at ion fo r manda tory a l l o c a t i on o f  crude o i l , 
re s i dual fue l o i l  and each refine d product in spe c i fi e d  amoun t s  
and at  p r i ce s  spe c i fi e d  by the r e gul a t i on . 

Fe deral Ene rgy O ffi ce 

On De cemb e r  4 , 1 9 7 3 ,  unde r the autho r i ty o f  the E conomi c 
Stab i l i z a t i on Ac t o f  1 9 7 0  (P. L . 9 1 - 3 7 9 ,  8 4  S tat . 7 9 9 ) , as amende d ,  
the Eme rgency Pe tro l eum Al lo cat ion Act o f  1 9 7 3  ( P . L .  9 3 - 1 5 9 ) , 
ena cted Novemb e r  2 7 ,  1 9 7 3 ) , the De fen s e  Product ion Act  o f  1 9 5 0  
( S O  USC App . 2 1 6 6 - a) , a s  amende d , and S e c t i on 3 0 1  o f  T i t l e  3 ,  U . S .  
Code , the Pre s i dent e s t ab l i s he d (by Exe cut ive O rder 1 1 7 4 8 )  in the 
Exe cut ive O ff i c e  o f the P re s i dent a Federal  Energy O ffice . Al l 

* Act i ons  de t a i l e d  in  thi s app end ix are  current as  of  m id - F ebru­
ary 1 9 7 4 . Be caus e of the rap idly moving nature of energy p o l i cy ,  sub ­
s e quent act i ons  may al ter s ome o f  the s t atemen t s  cont a ined in  thi s revi€  
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the autho r i ty ve s te d  in the Pres iden t by the Eme rgency Pe tro l eum 
Al locat i on Ac t o f  1 9 7 0 , as  amende d ,  was de l e gate d to the A dmin i s ­
trato r , FEO . The autho r i ty ve s te d  in the P re s i dent by the De fen s e  
Pro duc tion A c t  o f  1 9 5 0 , as  amended , a s  i t  re l a te s  t o  the p r o duc ­
t i on , con s e rvat i on , us e , con tro l , di s tribut i on and a l l o ca t i on o f  
energy wa s al s o  de l egated to the Admin i s trator , FEO . 

Exe cut ive O rder 1 1 7 4 8  directed the Chai rman o f  the Co s t  o f 
L iv ing Counc i l  to de l e gate  from time to t ime s uch autho r i ty under 
the E conomi c S t ab i l i z at i on Act as may be nece s s ary to carry out 
the purp o s e s  o f  tha t  Ac t wi th re s p e c t  to ene rgy mat te r s . Purs uant 
to that di re c t i ve , on De cemb e r  2 6 , 1 9 7 3 ,  autho r i ty was de l e gated  
to  the Admin i s trato r , FEO  to  make de te rmina t i ons  and  take  a c t ions 
requi re d o r  p e rmi t t e d  by the E conomi c S tab i l i z a t i on Ac t o f  1 9 7 0 , 
as amended , w i th re s p e c t  to pe tro leum p r o duc t s  and crude o i l  and 
the l e a s ing o f  real prop e r ty us e d  in the re t a i l ing o f  gas o l ine . 
Th i s  de l e ga t i on o f  autho r i ty wi th re s p e c t  to app l i ca t ions fo r 
excep t i ons and de terminations  and act i ons re garding Phas e I I , 
Phas e I I I  and Phas e IV  comp l i ance and en forcemen t  cas e s  i s  e f fe c ­
t ive on ly fo r cas e s  received  on o r  afte r De cemb e r 2 1 , 1 9 7 3 . The 
de l e gat i on do e s  no t inc l ude author i ty fo r s t ab i l i z a t i on o f  wages  
o r  s al a r i e s  o r  authori ty wi th re s p e c t  to the p e tro chemi c a l  indus try . 

The F e deral  Ene r gy O ffice i s s ue d  on January 1 4 , 1 9 74 ,  e ffe c ­
tive January 1 5 , 1 9 7 4 , T i t l e  1 0 , Chapte r 1 1 , Pe tro l eum Al l o c a t i on 
and Pr i ce Re gul a t i ons intende d to imp l emen t the Eme rgency Pe tr o l eum 
Al l o c a t i on Ac t o f  1 9 7 3  P . L .  9 3 - 1 5 9  and Exe cutive O rder 1 1 7 4 8 . 
The s e  comprehens ive r e gul at ions revoke the p revious ly i s sued FEO regula ­
t i ons 1 0  CFR Part s 2 0 0 , 2 0 1 , and 2 0 2  and s up e r s ede  the vo lunt ary p ro grams 
e s tab l i shed by the Energy Po l i cy Offi ce . The p r inc ipal  p rovi s i ons are : 

Part 2 0 5 ,  Admin i s t ra tive P rocedures , s ta t e s  that the c r i ter i a  
fo r grant ing a p e t i t i on fo r an adj us tment o r  as s i gnment wi l l  b e  
s ure th at the a l l o c a t i on sha l l  p rovide : 

1 .  Pro te ct i on o f  p ub l i c  he a l th , s a fe ty and we l fare , 
and the nat i onal de fens e , 

2 .  ma intenance o f  al l pub l i c s e rvi ces , 

3 . ma intenance o f  agri cul tural  op e r a t i ons and 
s e rvi c e s  directly  r e l a t e d  the re to , 

4 .  pre s e rvat i on o f  e conomi cal ly s o und and comp e t i ­
t i ve p e tro l eum indus try , 

5 .  the a l l oc a t i on o f  suitab l e  typ e s , grade s and 
qua l i ty o f  c rude o i l  to re fine r i e s  in the Uni te d  
S ta tes  t o  pe rmi t s uch re fine ries  t o  op e ra t e  at 
ful l cap a c i ty , 

6 .  equi tab l e  di s t rib ut ion o f  crude o i l , re s i dual 
fue l o i l , and re fined p e tro l eum p ro duc t s  a t  
equi t ab l e  p r i ces  among al l re g i ons and areas  o f  
the Un i t e d  S ta te s  and s e ctors  o f  the p e t ro l eum 
indus try ,  
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7 .  a l l o c a ti on o f  re s i dual fue l o i l  and re fine d p e t ro ­
l eum in s uch amoun t s  and in s uch manner a s  may b e  
ne ces s ary for the ma in t enance o f  e xp l o r a t i on for , 
and produc t i on o f ,  fue l s , and fo r re qui r e d  tran s ­
p o r t a t i on re l a ted  the r e to , 

8 .  e c onomi c e ffi c i ency ; and , 

9 .  min imi z a t i on o f  e conomi c di s to r t ion , inflexib i l ­
i ty ,  and unne c e s s ary inte r fe rence in marke t 
me chani sms . 

The cr i te r i a  ab s trac t e d  ab ove we re p ub l i she d in p aragraph 
2 0 5 . 2 4 as dire c t  quo t e s  from P . L .  9 3 - 1 5 9 , Se c t ion 4 (b ) ( l ) . 

Part 2 1 0 , Gene ral  Al l o cat i on . and P r i c e  Rul e s , e xemp ts from 
the s e  re gul a t i ons  th e fi rs t s a l e  o f  dome s t i c  crude p e tro l eum and 
pe tro l eum condens a t e s  incl uding natural gas  l i qui ds  pro duce d from 
s tr ipp e r  we l l s , tha t i s , we l l s tha t ave r age during the month no 
mo re than 1 0  b arre l s  p e r  day o f  p e tro l eum l iqui ds in t o t a l  p ro duc ­
t i on . Th is  exemp t i on was ·p rovide d  by P . L .  9 3 - 1 5 9 , Se c t ion 4 ( e ) ( 2 ) A .  
Rul e s  are e s tab l i sh e d  fo r me e t ings  with  o i l  comp any rep r e s en t a t ive s  
a s  was requi r e d  b y  P . L .  9 3 - 1 5 9 . Supp l i e r s  w i l l  de a l  w i th p ur ­
chasers . acco rding to  no rma l bus ine s s  p r ac t i ce s . Quan t i t i e s  o f  an 
a l l o cated  pro duc t required  by an a l l o c a t ion order  to  b e  s o l d  mus t 
be s o l d  at  the p r i c e  fo r tha t pro duc t on the da t e  the order  was 
i s s ue d  o r  o ther  da t e  sp e c i fi e d  by the orde r . 

Part 2 1 1 , Mandator  Pe tro leum Al l o c a t i on Re ul a t ions , e s tab ­
l i sh e s  a l l o c a t i on l eve l s , s upp l i er p ur ch a s e r  re la t i on s h ip , me tho d 
of  al l o cat ion and procedur e s  and rep or t ing requi remen t s  fo r e ach 
clas s of p e t ro l e um l iqui d .  

The s e  al l o c a t i on regul a t i ons  app ly t o  c rude o i l ( excep t the 
firs t s a l e  of s t r ipp e r  we l l  o i l ) , re s i dua l fue l o i l  and re fined 
pe tro l e um p r o duc t s  produc e d  o r  imp o r t e d  into the  Uni te d  S t a t e s . 
They do no t app ly to  re finery product s  s uch as  paraffin wax , coke , 
asphal t ,  road o i l  (no t crude o i l )  and re fin e ry gas e s  o r  t o  n a tural 
gas . 

S tate s e t - as i de s  are p rovided fo r middle d i s t i l l a t e s , r e s i dua l 
fue l o i l , mo t o r  gas o l ine and p ropane . 

E ach supp l ie r ' s  al l o cab l e  s upp ly fo r e ach a l l o c a t e d  p r o duc t i s  
the s um o f  p ro duc t i on , imp o r t s , purcha s e s  and invent o ry adj us tments  
le s s  any requi red  s t ate  s e t - as i de s . 

Supp l i e r s  are requ i r e d  to  al l o ca t e  the i r  t o t a l  al l o cab l e  s up ­
ply among the i r  who l e s a l e  p ur chas e r s  in prop o r t i on t o  the p ur ­
chas e r s  b a s e  p e r i o d  vo l ume s , o r  adj us t e d  b as e  p e r i o d  vo l ume s . The 
bas e  p e r i o d  is spe c i fi e d  fo r each produc t . E ach s upp l i e r ' s  al l o c a ­
tion frac t ion fo r a p r o duc t i s  h i s  e s t imat e d  a l l o cab l e  s upp ly 
divide d by his b as e - p e r i o d  vo lume . Th i s  s upp l i e r  a l l o c a t i on frac ­
t ion mus t be  adj us ted  monthly and c anno t b e  app l i e d  ab ove 1 . 0  
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w i thout FEO app r o va l . E a ch s upp l i e r  was r e qu i r e d  t o  r ep o r t  t o  
e ach o f  h i s  who l e s a l e p urchas e r s by Feb ruary 1 ,  1 9 74 ,  th e vo l ume 
of each a l l o cab l e  p r o duct s o l d  to tha t who l e s a l e  purcha s e r in e ach 
month o f  the b a s e  p e r i o d  year . The r e g ul a t i ons p r o v i de d  fo r a d ­
j us tments i n  the a l l o ca t ion p r o g r am to a c c o un t  fo r s ub s t an t i a l  
chang e s  and requir emen t s  o f  wh o l e s a l e  p urchas e r s . 

S ubpar t C - C rude O i l  and Refinery Y i e l d  C o n t r o l  e s t ab l i s h e s  
rul e s  fo r d i s t r i b u t i o n  o f  crude o i l  s upp l i e s  b e tw e e n  r e f ine r i e s  
b a s e d  up on a quar t e r l y  de t e rmina t i on o f  re fine ry a l l o c ab l e  s upp ly/ 
capac i ty r a t i o . The a l l o c ab l e  crude o i l  s upp ly ava i l ab l e  fo r re ­
di s t r ibut i o n  do e s  n o t  incl ude amo un t s  i n  e x c e s s  o f  1 9 7 3  l eve l s  o r  
crude o i l  p r o duc e d  from s t r ipp er we l l s  and exemp t e d  from the p r o ­
gram by P . L .  9 3 - 1 5 9 , S e c t i on 4 ( e )  ( 2 ) A .  The r e  i s  n o  s ta t e  s e t - as i d e  
fo r c r u d e  o i l  a l l o ca t i o n . The r e f ine ry y i e l d  c on t r o l  p r o g r am i s  
de s i gne d t o  require r e fine rs t o  maximi z e  p r o duc t i on o f  avi a t i on 
fue l s , di s t i l l at e s , r e s i dua l fue l s  . an d p e t r o chem i c a l  fe e ds t o cks b y  
r e duc i n g  t h e  t o t a l  p r o d uc t ion o f  ga s o l in e . Re f i n e r s  wi l l  b e  a l ­
l owe d t o  p r o duc e th e i r  h i s t o r i c a l  1 9 7 2  quar t e r l y  g a s o l i n e  y i e l d  
frac t i on mul t ip l i e d b y  a frac t i on wh i ch may b e  o r de r e d  b y  the FEO 
as c i rcums t anc e s  warran t . 

S ubpar t D - P r opane al l o c a t e s  by c l a s s e s  of p r i o r i ty us e s  w i th 
an in i t i a l  3 p e r cen t s t a t e  s e t - as i de fo r hards h ip c a s e s . The b a s e  
p e r i o d  i s  the p e r i o d  from O c t o b e r  3 1 , 1 9 7 2 , thro ugh Ap r i l  3 0 , 1 9 7 3 .  

S ubpa r t  E - B u t ane a l l o c a t e s  by c l a s s e s  o f  p r i o r i ty us e s  and 
p ro v i d e s  no s t a t e  s e t - as i de . Us e fo r p e ak shaving b y  a g a s  u t i l i ty 
i s  l imi t e d .  The b a s e  p e r i o d  i s  the c o rr e s p o n d in g  q ua r t e r  o f  1 9 7 2 . 

S ubpa r t  F - Mo t o r  Gas o l ine a l l o c a t e s  1 0 0  p e r c e n t  o f  current 
requi remen t s  fo r the fo l l ow ing us e s : 

• Agr i c ul tural p r o duc t ion 

• Eme rgency s e rv i c e s  

• Ene r gy p ro duc t i o n  

• S an i t a t i o n  s e rvi c e s  

• Te l e commun i ca t i on s e rvi ces 

• Pas s en g e r  t r ans p o r t a t i on s e rvic e s . 

A l s o , 1 0 0  p e r cent o f  b a s e  p e r i o d  i s  a l l o ca t e d  fo r a l l  o th e r  
b us ine s s  a c t i vi t i e s . Th e b a s e  p e r i o d  i s  t h e  c o r r e s p onding mon th 
o f  1 9 7 2 . The i n i t i a l  s t a t e  s e t - as i de fo r h a r d s h i p  ca s e s  i s  3 
pe rcent . 
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Subpart G - Mi ddl e D i s t i l late s a l l o c a t e s  by c l as s o f  p r i o r i ty 
us es . On e hundred ( 1 0 0 )  p ercent o f  current requi rements i s  a l l o ­
cated fo r the s ame us e s  l i s ted ab ove fo r g as o l ine , p l us the manu­
facturing of e th i cal drugs and rel ate d res e ar ch and fo r space  
he ating with sp e c i fi e d  requirement s fo r lowe r amb i ent indo o r  
temperature s .  Al l o cat ion fo r e l e c t r i c  ut i l i t i e s  i s  1 0 0  pe rcent o f  
bas e p e r i o d  vo lume s o r  as  o therwi s e  o rde re d b y  the FEO t ak in g  into 
account facto rs  s uch a s  conve r t ib i l i ty o f  coal . One hun dred ten 
( 1 1 0 )  p ercent of b as e - p e r i o d  us e is al l o ca t e d  fo r indus t r i a l  use 
(e xcep t space he a t ing)  and fo r cargo fre i ght  and ma i l  handl ing . 
The b as e  p e r i o d  i s  the corre sponding month o f  1 9 7 2 . The re i s  an 
in i t i a l  s t ate s e t � as i de o f  4 percent . 

Subpart H - Avi a t i on Fue l s a l l o c ates  sp e c i f i e d  p e rcent a g e s  o f  
bas e p e r i o d - vo l ume s by c l a s s e s  o f  p r i o r i ty us e s . Only emergency 
s ervi ces , s a fe ty and me rcy mi s s i ons , a g r i cul tur a l  pro duct i on , 
energy produc t i on and a i rcraft manufacturin g are al l o c a t e d  1 0 0  pe r ­
cent o f  current requi rements . Ai rcraft manufac tur ing i s  l imit e d  
t o  1 3 0  percent  o f  b a s e - p e r i o d  us e .  The b a s e p e r i o d  i s  the c o r re s ­
ponding month o f  1 9 7 2 . The re i s  no s tate  s e t - as i de and the re wi l l  
be n o  hardship al l oc a t i on fo r gene ral o r  pub l i c  avi a t ion . 

Subpart I - Re s i dual Fue l O i l  al l o c a t e s  1 0 0  p e rcent o f  curren t 
requirements  to sp e c i f i c  non - ut i l i ty p r i o r i ty us e s  w i th sp e c i f i e d  
amb i ent indoor  t emp e r ature reduct ion . Pr i o r i ty u s e s  a r e  t h e  s ame 
as fo r mo tor gas o l ine p l us the manufacture of e th i c a l  drugs and 
re l a te d re s e arch and fo r non - mi l i tary mar ine s h ipp ing excep t for 
recreat ional crui s e  s h ip s . The FEO wi l l  i s s ue sp e c i al monthly 
allocat ions fo r e a ch ut i l i ty .  Indus t r i a l  us e r s  are a l l o c a t e d  1 0 0  
pe rcen t  o f  bas e - p e r i o d  us e . The bas e p e r i o d  i s  the co rre sponding 
month of 1 9 7 3 .  The in i t ial s t ate s e t - as i de is 1. 5 p e rcen t . 

Subpart J - Pe t r o chemical  Fe e ds tocks  al l o c a t ion program wi l l  
at tempt  to as s i s t  pe tro chemi cal  p ro ducers  i n  ob taining fe e ds to cks 
if they have been unab l e  to con tract fo r 1 0 0  p e rcent of current 
needs . Pre ference wi l l  b e  g iven to p e t ro chemi c a l  p r o duc e r s  who s e  
fe eds tock s upp l i e s  are l e s s  than the i r  1 9 7 2  us e . Current s upp l i er/ 
purcha s e r  contrac t s  wi l l  take p recedence ove r  new contracts  under 
thi s program .  The re is no s tate s e t - as i de . 

Subp art K - O ther Pro duc ts wh i ch inc l ude re fin e d  l ub r i ca t in g  
o i l s , naphtha and any o the r re fine d produc ts no t cove r e d  by Sub ­
parts  D thro ugh J ,  provide fo r 1 0 0  percent a l l o ca t ion o f  curren t 
requiremen ts . The b a s e  p e r i od i s  the co rre sponding quarter  o f  1 9 7 2 . 
There i s  no s tate  s e t - as i de o f  the s e produc t s . 

Subpart L - Gene r a l  Repor t ing  an d Re cord K e ep ing Requi remen ts  
cal l s  fo r monthly reports  o f  re fine rs and imp o r t e r s  o f  b e g inn ing ,  
ending and fluctua t ion s in crude and produc t invent o r i e s ; re c e ip t s , 
de l ive r i e s  and o the r de tai l s  re l a t e d  to imp l ement a t i on o f  the a l l o ­
cation pro gram .  Th i s  wa s revi s e d  o n  Feb ruary 1 1 , 1 9 7 4 , t o  requi re 
we ekly repo rt ing by re fin e r i e s ,  bulk terminal  op e ra t o r s , importers  
and crude oil  to product p ip e l ines  op erators . The firs t rep o r t  i s  
due March 4 , 1 9 7 4 . 
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Part 2 1 2 , Mandato ry P e t ro l eum P r i ce Re gul a t i on s  e s t ab l i sh e s  
rul e s  f o r  c rude o i l  and p ro duc t p r i c e  inc reas e s . 

Subpart C exemp t s  from re gul ations the p r i c e  charged fo r the 
fi rs t s al e s  o f  p e t ro l eum l i qui ds from any s tripp e r  we l l . 

Subpart D a l l ows a p r i c e  inc reas e fo r any c rude o i l  of $ 1 . 3 5 
p e r  b ar re l  ab ove the p o s ted price  as o f  6 : 0 0 a . m . , May 1 5 , 1 9 73 .  
New o i l  (p ro duc t ion from a prope rty in exce s s  o f  tha t produce d  in 
the s ame month o f  1 9 7 2 )  is exempt  from price  r e gul a t i on , as i s  
s t ripp er  we l l  o i l . 

Subp a r t  E s e t s  out procedure s fo r re fine r s  to  cal cul a te the i r  
a l l owe d increas e s  i n  p roduc t p r i c e s . A p r i ce i n  e xc e s s  o f  the 
bas e p r i c e  (May 1 5 , 1 9 7 3) of an i tem in a p ro duc t l ine may b e  
changed  only to  r e cove r  on a do l l a r - fo r - do l lar  b a s i s  tho s e  ne t 
incre as e s  in a l l owab l e  co s t s  that have b e en incur r e d  and w i l l  con ­
t inue with re s p e c t  to the p ro duc t l ine s ince the p e r i o d  fo r de t e r ­
mining b a s e  c o s t .  

As the firs t fo l l ow- up order imp l emen t ing r e gu l a t ion 1 0  CRF , 
Part 2 1 1 , the FEO i s s ue d  on January 1 8 , 1 9 7 4 , the N a t i onal Supp ly/ 
Ca ac i t  Rat i o  and Re fine rs Bu - Se l l  L i s t ,  e ffe c t i ve Feb ruary 1 ,  
through Apr i l  3 0 , 1 9 7 4 . The na t i onal FEO )  rat i o  o f  al l o cab l e  
s upp ly to re fining capac i ty fo r al l dome s t i c  re fine rs was cal cu­
lated  fo r the pe r i o d  to be  0 .  7 6 3 1 . On January 3 0 , 1 9 7 4 , the FEO 
ratio  was co rre cte d to 0 . 7 6 6 5 . 

The Federal Ene rgy O ffi ce pub l i s h e d  on January 1 6 , 1 9 7 4 ,  a 
Gas o l ine Ra t i oning Con t ingency P l an as  a no t i c e  o f  inqui ry . Com­
ment s we re reque s t e d  by January 3 0 , 1 9 7 4 . The announced go al s o f  
the p l an are to : 

• Provide an equi tab l e  sys tem o f  s upp ly 

• Pres e rve e conomi c s tab i l i ty 

• Maximi z e  ind ividual fre e dom o f  cho i ce 

• E s t ab l i s h  a workab l e  admin i s t rat ive framewo rk . 

The ra t i oning program wo ul d app ly only to the re t a i l  purchas e  
o f  gas o l ine . Coupons woul d b e  i s s ued t o  e ach pe r s on in the Uni t e d  
S tates  at  l e a s t 1 8  ye ars o f  a ge who ho l ds a val i d drive r ' s l i cens e . 
Al l coupons woul d have the s ame gal l onage va lue , but the numb e r  
i s s ue d  p e r  drive r  woul d vary with area popul a t i on dens i ty .  Trad­
ing  o r  s al e  of  coup ons would  be  encouraged . A 5 - p er c ent s tate  
s e t - as ide i s  p ropo s e d  to p rovi de s t ate o ffi c i a l s  a me ans of  r e ­
l ieving hards hip cas e s . E ach coupon wo ul d b e  s i gned  by the us er  
when gas o l ine i s  purchas e d . The gas o l ine re tai l e r  woul d b e  re ­
qui re d to turn in the re de eme d coupons to a co l l e c t i on p o in t  whe r e  
h e  woul d b e  given a rece ipt t o  fo rward t o  h i s  s upp l ie r  to autho r ­
i z e de l ive ry o f  h i s  re - s upp ly . The s tate s woul d have s ome p ar t  in 
the rat ion program ,  but the bulk o f  th e respon s ib i l i ty woul d b e  
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re tained  by the FEO . Thi s  woul d include di s t r ib ut ing o f  coupons , 
col l e cting the canc e l l e d  coupons , audi ting , mon i tor in g  and en ­
fo rcing the p rovi s i ons o f  the pro gram .  

Vo lunt ary Agre ements 

The De fens e P ro duc t ion Ac t o f 1 9 5 0  cont a ine d s p e c i f i c  t i t l e s  
autho ri z ing p r i o r i t i e s and a l l o cati ons , requi s i t ioning and con ­
demna tion , exp ans i on o f  product ive capac i ty and s upp ly , s t ab i l i z a ­
tion o f  wages  and p r i c e s , s e t t l emen t o f  l ab o r  d i spute s and con tro l 
o f  real  e s tate  c re di t . The s e c t ion on gene ral  p rovi s ions auth o r ­
i z e d  the Pres i den t to cons ul t wi th rep re s en t a t ives o f  indus t ry and 
o the r group s  to  encourage s uch p ers ons to deve lop  vo l untary a g ree ­
ments  and programs to furthe r the ob j e c t ive s  o f  the Ac t .  Such 
agre emen ts  and p ro grams we re required to be app rove d by the P re s i ­
den t and the Dep artment o f  Jus t ice . The Ac t e xemp t e d  certain 
actions taken purs uan t to an autho r i z e d  vo l untary agre ement  or  
prog ram from the ant i t rus t  l aws o r  the  Fe der a l  Trade C ommi s s i on 
Ac t o f  the Un i t e d  S tate s 

The firs t Vo lun t ary Agr eemen ts Re l a t ing to F o re i gn Pe tro l e um 
Supp ly was app rove d  in 1 9 5 1  w i th 19 o i l  comp an i e s  p ar t i c ip a t in g . 
That Vo luntary Agreement e s tab l i s he d the p r o c e dure unde r wh i ch 
par t i c ip a t ing compan i e s  coul d  take coop e r a t i ve a c t ion to p revent , 
el iminate o r  al l evi a te sho r tages  o f  pe tro l e um s upp l i e s  from 
fr iendly fo r e i gn na t i ons  wh ich threaten the de fen s e  inter e s t s  o r  
pro grams o f  th e Un i te d  S ta te s . The p r o c e dure pre s c r ib e d  in the 
Vo lun tary Agre ement inc l uded an eme rgency p l an of a c t i on and e s t ab ­
l i shed the Fore i gn Pe t ro l eum Supply Commi t t e e  to as s i s t  in c a rry ­
ing out the ob j e c t i ve s  o f  the Ag:e ement . 

The vo l untary Agre ement has b e en amende d s eve ral  t ime s , the 
mo s t  recent b e in g  in 1 9 6 7 .  The eme rg ency p rovi s i on s  have b e en 
us e d  in thr e e  s e rious p e tro leum cr i s e s  ( 1 9 5 1 , 1 9 5 6  and 1 9 6 7 ) when 
inte rrup t ion of o i l  s upp l ie s  has oc curred in one o r  mo re of the 
pr inc ipal o i l - export ing nat ions . 

Th e Fore i gn Pe tro l eum Supp ly C ommi ttee  was cal l e d  into c l o s e d  
s e s s i on b y  the S e c re tary o f  the I n te r i o r  o n  O c t ob e r  3 0 , 1 9 7 3 , to 
addre s s  the p re s ent s i tua t i on . The Emer gency P e tr o l e um Supp ly 
Commi t tee  was a l s o  ac t ivated by the S e c r e t ary on Novemb e r  8 ,  1 9 7 3 .  

The Departmen t o f  Jus t i ce has p o inte d out tha t the Vo l un tary 
Agre emen t Re l ating to F o re i gn Pe tro l eum Supp ly i s  ve ry exp l i c i t ly 
l imit e d  in s cope bo th by i t s  te rms and h i s to r i cal  p ract i c e s  to  
eme rgenc i e s  in  wh i ch dep r iva t i on o f  p e tro l eum s upp ly o c cur s in 
fr i endly for e i gn nat ions . For the Pre s i dent to  ut i l i z e  the Vo lun ­
tary Agreement provi s i ons o f  the De fens e Pro duc t i on Ac t to  cons ul t 
wi th rep re s entat ive s  o f  indus try on dome s t i c  o i l  s upp ly p rob l ems , 
an ent i r e ly new and s ep arate Vo l untary Agre ement woul d h ave to b e  
deve l ope d and app rove d . 
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The Eme rgency Pe trol eum and Gas Adminis t r a t i on 

The P re s i dent p romul ga ted  a National P l an fo r Emergency P re ­
pare dne s s  i n  1 9 6 4  unde r autho r i ty o f the De fens e Pro duc t i on Ac t 
o f  1 9 5 0 , the N a t i onal S e curi ty Act o f  1 9 4 7 , the F e deral  C i v i l  De ­
fen s e  Ac t o f  1 9 5 0  and the S trate g i c  and C r i t i ca l  Mate r i a l s  S to ck ­
p i l ing Ac t .  The p l an recogn i z e d  tha t a future eme rgency might 
rang e  in s e r i ousne s s  from in terna t i onal tens i on to  l imi t e d  conven ­
t ional warfare o r  even to a nuc lear a t tack . 

Chap te r  1 0  o f  the N a t i onal Pl an fo r Eme r�ency P repar e dne s s , 
enti t l e d  " F ue l  and Ene rgy , "  de a l s  w i th o i l  an gas , s o l id fue l s  
and e le c t r i c  powe r . I n o i l  and gas , the mo s t  imp o r t an t  p l anning 
e ffo r t has gone in to the e s t ab l i shment , s t a ffing and training o f  
the Eme r gency Pe t ro leum and Gas Admin i s trat ion (E P GA) . The E P GA 
is a s tandby organ i z a t i on de s i gne d to me e t  the nee d  fo r an agency 
wh i ch i s  re ady and autho r i z e d  to coordinate  and di re c t  the ope r a ­
t i on o f  the p e t r o l eum indus try in mob i l i z ing the o i l  and g a s  re ­
s ource s o f  the Uni t ed S tates  in the event o f  a na t i onal eme r gency . 

By Exe cut ive O rder 1 0 4 8 0  and De fense  Mob i l i z a t i on O r de r  
8 4 0 0 . 1 ,  the S e cre ta ry o f  the Interior  has the autho r i ty t o  imp o s e 
prio r i t i e s  and a l l ocat i ons over p e t ro l eum and gas  upon the de cl a ­
ra t i on o f  a nat i onal eme rgency . Th i s  autho ri ty has  b e en p re de l e ­
gated t o  EPGA .  

The E P GA ,  on ac t i va t i on , woul d b e  an indep enden t gove rnment 
agency headed by a N a t i onal Adminis trato r who woul d be  the S e cre ­
t ary o f  the Inte r i o r . O ther  key pos i t i ons woul d b e  fi l le d  p r i ­
mari ly by pe rs onne l drawn from the pe tro l eum and gas  indus t ry who 
are imme di a te ly ava i l ab l e  and traine d b e caus e they are memb e rs of  
the Pe t ro l eum and Gas Un i t  o f  the Na t i onal De fens e Exe cut ive Re ­
s e rve wi th s p e c i fi c  re spons ib i l i t i e s  in the E P GA .  

The E P GA canno t b e  act ivated  b y  the S e c re t ary o f  the I n t e r i or  
unl e s s  the r e  has b e en a de claration by the  C ongre s s  o r  the Pres i ­
den t o f  the Nat i onal De fense  Emergency . I f  the Un i t e d  S ta t e s  i s  
at tacke d ,  ac t iva t i on woul d b e  automa t i c . 

Naval Pe tro l eum Res e rve s 

Naval Pe t ro l eum Re s e rve 1 (Elk  H i l l s  F ie l d) , l o cated  ab out 
2 0  m i l e s  we s t  of Bakers fi e l d , Cal i fo rn i a , is  the l arges t  p e t r o l eum 
re s erve in the Un i t e d  S tates  from the s tandpoint  o f  s ho r t - t e rm 
addi t i onal p ro duc t ion po tential . N aval Pe t ro l e um Re s e rves a re 
cont ro l l e d  and ope rated by the U . S .  Navy ' s  O ff i c e  o f  Nava l  Pe t ro ­
leum Re s e rves and unde r exi s t ing l aws c an only b e  p ro duced when 
" . . .  the Secre tary , wi th approval of the Pre s i den t , f inds i t  i s  
needed fo r n a t i onal de fens e and the p ro duc t i on i s  autho ri z e d  by a 
j o in t  re s o l ut i on o f  Congre s s . "  The produc t i on o f  the re s e rve s for 
nat i onal de fens e has b e en permi t te d  once b e fo re when NPR- 1 was 
autho r i z e d  to pro duce 6 5 , 0 0 0  b arre l s  per day during Wor l d  War I I . 

6 0 



The l aw he re i s  c lear . Autho r i ty to pro duce NPR- 1 dur ing the 
pre s ent eme rgency wi l l  require a re s o lut i on of C ongres s ,  app roved 
by the Pre s i dent . 

State Autho r i ty fo r O i l  and Gas P ro duction 

Wi th the  excep t i on o f  p ro duc t ion from fe de ral p ub l i c  l an ds 
and the Outer Con t inental  She l f ,  al l o i l  and gas  p r o duc t ion in the 
Un i t e d  S ta t e s  i s  unde r the autho r i ty o f  the re s p e c t ive s ta t e s . 
The re fo re , any addi t iona l produc t i on from fie l ds no t unde r fe d­
eral ly contro l l e d  l ands mus t  b e  in  comp l iance  w i th s t ate l aws . 

Some addi t i onal  sho r t - term produc tive cap a c i ty may b e  made 
availab l e  from five maj or  fi e l ds in Texa s  and a numb e r  of o the r 
s cattered sma l l e r  fie lds . Al l are now p r o duc ing a t  the ir  maximum 
e ffi cent rate  (MER) as has b e en de termine d by s tate  r e gulatory 
agenc ie s ,  b as e d  upon t e chni cal  data on indivi dual fi e l ds . The s e  
MER ' s are for long - term cont inuous produc t ion w ithout r e s ervo ir 
damage . State  s tatute s fo rb id the produc t i on of any o i l  or  gas  
fi e l d  in an ine ffi c i en t  manne r o r  in a way tha t woul d re duce 
ul t imate re covery . There fo re , s ta te regula tory agenc i e s , s uch as 
the Texas Ra i l road Commi s s ion , canno t l e ga l ly a l l ow p r o duc t i on 
ra tes  above MER .  

S ince current fi e l d  MER ' s  are fo r s us ta ine d rate s , the s tate  
re gul ato ry agenc i e s  coul d make a techn i c a l  de t e rmin a t i on o f  p o s ­
s ib l e  sho r t - term h i gh e r  MER ' s  on a fie l d - by - fie l d  b as i s  whe re 
the re i s  spare p ro duc tive cap ac i ty . E s t ab l i s h ing h i ghe r al l owab l e s  
on a tempo rary b as i s  shoul d  b e  pos s ib l e  under the s ta t e  l aws . 

To ob t a in th i s  p o t en t i a l  addi t ional p r o duc t ion fo r the dur a ­
tion o f  the p r e s ent s upp ly eme rgency wi l l  requi re the coop e rat i on 
of  the s tate re gul ato ry agenc i e s  in e s tab l i s h ing temp o rary h i gher 
MER ' s .  S ince o i l  p roduc t ion al l owab l e s  are no t manda t o ry p r o duc ing 
rates , p roducers  in the fi e l ds invo lved  woul d h ave to b e  w i l l in g  
t o  make whateve r  fac i l i ty addi t i ons  as a r e  ne c e s s ary to  p ro duce at  
the h i gher but temporary rates . 

EXE CUT I VE ACT I ONS 

Tab l e  1 3  summar i z e s  federal  act i on in re spons e t o  the Pr e s i ­
dent ' s  Novemb e r  7 and Novemb e r  2 5 ,  1 9 7 3 , re commenda t ions fo r 
countering the dome s t i c  ene rgy cri s i s . The Pr e s i dent  has a l s o  
recommende d the fo l lowing me a s ur e s : 

• Preven t i on o f  o i l  convers ion by indus t r i e s  wh i ch currently 
us e coal . Power p l ants us ing o i l whi ch are ab l e  to con ­
ve rt  to co al wi l l  be encouraged to do s o 

• Re duc t i on o f  fue l a l l o cations to comme rc i a l  an d o ther  j e t 
fue l us e r s , l e a ding to s chedul e changes  and a cutb ack in 
the number  of f l i ghts  
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Measures 

Out door and 
Ornamental L ight ing 

Temperature Levels 
in Buildings and 
Facilities , in cluding 
Homes 

Gas oline Sales Limits 

Vehicle Speed Limits 

Gas S tation Closings 

TABLE 13 

ENERGY CONSERVATION M EASURES-JANUARY 3, 1974 
(Compiled by the Federal Energy Office) 

Actions to Date New and Proposed Actions 

Pres ident reques ted curtailment of outdoor 1 .  
advertising an d  ornamental lighting , inclu­
ding gas yardlight s .  Federal program in-

Public education program to 
dras tically reduce use of yard­
lights , decorative lightin g .  
Request state regulatory authori­
ties to advise utilities to hast en 
programs to as sist cus tomers in 
l ight ing reduction programs . 

cludes b anning of such lighting with the 2 .  
excep tion o f  several national monuments in 
Washington , D . C .  

S ixty-five t o  68 degree heating levels in 
buildings and facilities , cooling levels of 
80-82 degrees ; petroleum alloca tion program 
f acilitates obj ectives ; advertising and 
publicity program since October .  

Voluntary reduc tions in purchases (10 
gallons a week) ; l imi ts on refinery gaso­
line production ; coupon printing in the 
event a rationing sys tem be comes neces­
sary ;  obt ained cooperat ion of u . s .  Chamber 
and AAA on member gasoline curtailment 
programs . 

President signed bill to estab lish maxi­
mum 55 mph speed limi t . Federal limit is 
50 mph .  

Voluntary nat ionwide b an  on retail sales 
of gasoline from 9 : 00 p . m. Saturday to 
midnight Sunday. 

3 .  Joint FEO and DOC letter to 
43 , 000 maj or busines s  persons . 

Federal contractors wil l  be required 
to meet Federal program obj ectives in 
in the near future . 

Independent gasoline dist ributors and 
retailers have agreed to FE0 1 s  request 
to help institute the 10 gallon limit ; 
maj o r  oil companies have been ordered 
to do the same , they agreed to enforce 
the 10 gallon limit in the company-owned 
stations and urge their b rand name out­
lets to support the program. 
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Measures 

Indoor Lighting 
S tandards 
( 50-foot candles 
at work stat ions , 
30-foot candles in 
work areas , 10-foot 
candles in corridors ,  

Highway Lighting 
(Discont inuance or 
severe reduct ion in 
such light ing o ther 
than exit and en­
trance ramp s , exit 
signs , hazardo us 
locations such as busy 
intersections ) 

Limits on S tudent 
Driving 

Electric Space Heaters 

Commercial and 
Industrial Building s 

Federal Programs 

TABLE 1 3  (Cont'd.) 

Actions to Date 

To tal Federal compliance , some voluntary 
in business and indus try . 

New and Proposed Actions 

1 . .  Compliance will be sought in all 
new and ·renego tiated Federal contracts . 

2 .  Develop model municipal code and send 
all mayors . 

3 .  Joint letter from DOC and FEO to 4 3 , 000 
business f irms . 

Announcement made of int ention to ins t itute Detailed prop o sal p laced in the Federal 
Regis ter on reduc t ions in highway lighting ; 
interested parties are given s even days to 
comment . Work w�th governo rs to achieve 
vo luntary compl iance . 

Requested s tudents to us e pub lic transpor­
tation , schoo l  buses , carpools in place of 
private cars . 

B anned in Federal off ices 

Voluntary program to reduce heating and 
requirement s ;  petroleum allocation program 
facilitates comp liance . 

Let ters from FEO and HEW to college and high 
s chool officials reque st ing that they dis­
courage use of cars by s tudent s and faculties 
unless such use is vital to get to and f rom 
s chool and after-school emp loyment . 

New public education program on their proper 
use ; capacities and efficiencies for speci f ic 
purposes . 

Joint . letter from FEO and DOC to 43 , 000 maj or 
business firms . 

Interim repor t and energy conservation s trategy ; firs t 
quarter (FY 1 74) results indicate 20 percent energy savings ; 
o rnamental lighting ban (exteriors , grounds , monuments) 
interior ligh ting standards 50/ 30 / 10 o r  equivalents in Federal 

f acilities ; b an  on space heaters in offices . Federal program 
to emphasize · reduced driving , less travel , carpooling , auto­
mob ile �urchases to emphas ize fu�l economy , · trade-ins of heavy 
sedans and limousines , parking space prior ity sys tem . 



• Re l ax a t i on o f  envi ronmental re gul a t i ons  on a tempo rary , 
cas e - by - cas e b as i s  

• I mpo s i t ion o f  spe c i a l  ene rgy con s e rvat i on mea s ure s , i . e . , 
reduc t ion o f  comme rcial op erating hour s  

• Increas e d  produc t ion o f  the Naval Pe t ro l eum Re s e rves 

• Us e o f  the pro c e e ds from the s a l e  or  exchange o f  the Navy ­
owne d o i l  t o  fund fur ther deve l opment and p r o duc t ion o f  
NPR- 1 and fo r expl oration and proving the Naval Pe tro l eum 
Re s e rves in Al aska (NPR- 4 )  

• Re in forcemen t o n  the s tate  and l ocal l eve l s  o f  t h e  Pre s i ­
dent ' s  re commendat ions . 

The fo l l owing a c t i ons are curren tly b e ing t aken by the Admin ­
i s tration , p r ima r i ly under the autho r i ty o f  the E c onomi c S t ab i l i za ­
t ion A c t  o f  1 9 7 0  and the D e fens e  Pro duc t i on Ac t o f  1 9 5 0 : 

• The Pre s i dent dire c te d  the S e c re t ary o f  Transp o r t a t i on to 
g i ve p r i o r i ty to  grant app l i ca t ions for the purchas e o f  
bus e s  fo r mas s  trans i t  under the autho r i ty o f  the Fe de ra l  
Ai d H i ghway Act o f  1 9 7 3  and the Urb an Mas s Transpo r t a t ion 
Ac t .  

• The I n t e rnal Revenue S e rvi c e  has b e en dire c t e d  t o  mon i to r  
t h e  a l l o cat+on and rat ioning pro gram .  

• The S e c re tary o f  the I nterior  has act iva t e d  the Eme rgency 
Pe trol eum Supp ly Commi t te e . 

• The e s tab l i shment o f  a National  Indus t r i a l  Ene rgy Cons e rva ­
t i on Coun c i l  has b e en di rected  by the Se c re tary o f  Com­
me rc e . 

• The Fe deral Ene rgy Office  has e s t ab l i s he d  a dvi s o ry commi t ­
t e e s  o n  bus ine s s , indus try , envi ronmen t , agr i c ul ture and 
con s ume r inter e s t s . 

Governors and Mayo rs are b e ing asked to de termine the s upp ly/ demand 
s i tua t ion in the i r  are as , deve l op prog rams to re duce ene rgy con ­
sump t ion and coordinate  wi th Federal agenc i e s  that are al l o c a t ing 
fue l . Step s  reque s ted o f  the Governors and Mayors t o  reduce g as o ­
l ine demand inc l ude : 

• A gre ater us e o f  mas s trans i t  and car p o o l s  

• F i fty ( S O )  mi l e s - p e r - hour spe e d  l imi t s  o n  h i ghways . P . L .  
9 3 - 2 39 ,  app rove d January 2 ,  1 9 7 4 , e s tab l i s h e s  a na t i onal 
h ighway speed l imi t of 55  mil es - pe r - ho ur . 

• Spe c i a l  b us l ane s 
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• Highe r park ing taxe s 

• B l o cking o ff certa in s e ctors  to cars  w i th on ly one p as ­
s enge r 

• Pre fer ent i a l  p arking fo r car p o o l s  

• S tagge ring o f  working hour s i n  s tate and l o cal  gove rnment 

• A cont ingency p l an has b e en deve l op e d  whi ch inc l ud e s  a 
p rog ram fo r the ration ing o f  gaso l ine and was pub l i sh e d  
fo r comment s  o n  January 1 6 , 1 9 7 4 . 

The Atomi c Ene rgy Commi s s ion was reque s te d  to speed  the l i ­
cens ing and cons t ruc tion o f  nuclear  p l ant s in o rde r to reduce l ead 
time s fo r cons truct ion from 10  to 6 ye ars . 

Admin i s tration l eg i s l a tive p ropo s a l s  to count e r  the ene rgy 
cr i s i s  s i gned into pub l i c  l aw by the end o f  the firs t s e s s i on o f  
the 9 3rd Congres s :  

• P . L . 9 3 - 1 5 9 , Eme rgen cy Pe tro l eum Al l o c a t i on o f  1 9 7 3  

• P . L .  9 3 - 1 8 2 , Eme rgency Dayl i gh t  Saving T ime Ene rgy Con ­
s erva t ion Ac t o f  1 9 7 3  

• P . L .  9 3 - 1 9 3 ,  to amend S e c t i on 2 8  o f  the Mineral  L e as ing 
Ac t of 1 9 2 0 , to autho r i z e  a t rans - Al a s k a  o i l p ip e l ine , 
and fo r o ther purpo s e s . 

Admin i s trat ion l e g i s lative p ropo s a l s  awai t ing C ongr e s s ional ac t ion 
incl ude : 

• Eme rgency Ene rgy Ac t 

• Federal Ene rgy Admin i s tration 

• Ene rgy Re s ear ch and Deve l opment Admin i s tration 

• Natural Gas  Supp ly Act 

• Mined Area Pro te c t i on Ac t 

• De epwa te r Po rt Fac i l i t ie s  

• E l k  H i l l s  Nava l  Pe t ro l eum Re s e rve s . 
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APPEND IX D 

U . S .  PETROLEUM EXPORTS 

Uni t ed S t at e s  exports  o f  p e tro l eum and by - p ro duc t s  o f  p e tro l eum 
re fining have decl ined in r e c ent years as  a proport i on o f  dome s t i c  
petro l eum us e . The s e  exports  were a t  the 1 2 - year  l ow o f  1 . 4  p e r c ent 
of U . S . consump t ion in 1 9 7 3 ; they have usual ly b e en in the r ange o f  
1 . 6  to 1 . 9  p e r c ent over the l as t  1 2  years . The p e ak ye ar w a s  1 9 6 7  
at 2 . 4  percent . The s e  s t at i s t i c s  do no t b y  thems e lve s adequa t e ly 
de s cribe  the s i tuat ion . I t  i s  nec e s s ary to  examine the range o f  
prDnuct s  shipp ed and the des t inat ion countr i e s  t o  gain a ful l  appre ­
ciat i on o f  thi s s e c t o r  o f  U . S .  export s .  

The re ar e two product group s  who s e  dome s t i c  supp ly has b e en 
suffi c i ent and whi ch have b e en tradi t i onal exp o rt s : p e trol eum c o k e  
and lub r i cat ing o i l s .  For  t h e  l at e s t  U . S .  Bur e au o f  M i n e s  and U . S .  
Cus toms dat a ava i l ab l e  ( firs t hal f  1 9 7 3 )  p e t ro l eum coke was 4 1 . 6  
percent and lub r i cat ing o i l s  were 1 6 . 6  p e rcent ; a t o t a l  o f  5 8 . 2  
percent o f  the petrol eum goo ds exported . 

Forty - s ix p e rcent o f  firs t hal f 1 9 7 3  p e t r o l eum export s from the 
Uni t ed State s were to  count r i e s  that s ent us mo re pe t r o l eum than they 
rece ived from us . 

O f  the 5 4  percent o f  petrol eum expor t s  go ing to  count r i e s  ship ­
p ing us no p e tro l eum products  o r  l e s s  than we s h ipp e d  them , j us t  over 
hal f  ( 5 2  percent ) we r e  exports  of coke and l ub r i ca t ing o i l s �  The 
conc lus ion is that thre e - quarters  of the p e t ro l e um p ro duc t s  expo rted  
in  the  f i r s t  hal f o f  1 9 73 were within the two product cat e go r i e s  no t 
s t re s s ing U . S .  supp ly o r  were  to countr i e s  supp ly ing u s  mo r e  than we 
supp l i ed them .  Only 0 . 3 5 percent o f  U . S .  demand for p e t r o l eum r ep ­
r e s ents  exp o rt s  that mi ght have b e en r e tained for dome s t i c  use were 
it  no t for the dep endency of the s e  count r i e s  upon comme r c i a l  t i e s  
with the Uni t e d  S t at e s . 

The l arge s t  categor i e s  o f  s t o cks exported  are p e tro l eum coke 
and lub r i cat ing o i l s . Exp o r t s  of p e t r o l eum coke have b e en incr e a s ing , 
wh ich r e f l e c t s  the incr e a s ed us e o f  cok ing in U . S .  r e f ining and the 
r e l at ive economi c s  of import ing count r i e s  r e c e iving p e t r o l eum coke 
versus coal for me t a l lurgi cal us e s . Re finery coking op e r at ions in 
the Uni t e d  States  we r e  bui l t  to a l l ow re fine r s  to  conver t  r e s i dual 
oil into d i s t i l l at e  fue l  o i l . 

The Uni t ed S t at e s  has b e en an hi s to r i c  exp o r t e r  o f  lub r i cat ing 
o i l  and greas e s  to  the wo r l d . Export s o f  the s e  produc t s  have b e en 
dec l ining b e c au s e  o f  the increas e in fo re i gn lub r i cat ing o i l  manu ­
fac tur ing c apac i ty . Lub e o i l  expo rts  cont r ibute  to  a favo r ab l e  
U . S . trade b a l anc e b e cau s e  o f  the i r  h i gh value . 
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